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Science  and  Mammon 
Does  industry  funding 
turn  research  into  spin? 
Page  22 


Deutsche  Bank 
eases  opposition 
from  Holocaust  group 

Deutsche  Bank  appears  to  have 
persuaded  US  Holocaust  cam- 
paigners to  drop  their  opposition 
to  its  acquisition  erf  Bankers  Trust 
as  it  enters  a cruciaJ  conference 
on  the  issue  today  In  New  York, 
but  it  stiff  feces  class  action  law- 
suits and  threats  of  economic 
sanctions.  Europe,  Page  3 

tafia  faces  confidence  vote 
India’s  president  told  the  govern- 
ment of  Atal  Behari  Vajpayee  to 
seek  a confidence  rate  in  parlia- 
ment after  a key  aHy  pulled  out  of 
the  ruling  coalition.  Page  16; 
Asia-Pacific,  Page  6 

Pakistan  cartes  out  N-tsst 
Pakistan  carried  out  a test  of  a 
long-range  version  of  its  Ghauri-il 
misstte  in  response  to  India's  test 
on  Sunday  of  its  own  extended 
range  and  nuclear-capable  Agni 
U missile.  Asia-Pacific,  Page  6 

Churches  warn  over  Israeli  dispute 
Israel's  three  Christian  Patriarchs 
have  threatened  to  dose  all  their 
churches  in  Israel  indefinitely  if 
the  government  falls  to  resolve  a 
religious  dispute  in  Nazareth  over  ! 
land.  International,  Page  5 

Search  for  genetic  'road  map* 

The  DNA  of  40  people  from 
around  the  world  is  to  be 
“mapped”  to  determine  how 
infinitesimal  modifications  in  the 
genetic  code  mderUe  the  basic 
differences  between  individuals. 
International,  Page  5 

Motfified  cam  spumed 
Archer  Darnels  Midland,  one  of 
the  biggest  US  agribusinesses 
and  a leading  com  processor, 
said  it  would  not  buy  or  trade 
any  genetically  modified  (GM) 
com  which  had  not  been  - - 
approved  by  the  European 
Union.  International  Trade,  " ' 
Page  10 

Omsftrfhe  mflfenniuni 
Gun  dealers  in  America  are 
reporting  a sharp  increase  in 
sates  from  fooRceraed  citizens”  •••■ 
worried  that  any  problems 
caused  by  millennium  computer 
malfunction  could  lead  to  a 
breakdown  in  taw  and  order. 
America,  Page  4 

Chfivez  pledge  onconstftuttai 
Hugo  Chivez,  Venezuela’s  presi- 
dent, has  pledged  to  abide  by 
constitutional  rule  In  His  confront 
tatvon  with  Congress  and  the 
Supreme  Court,  but  insisted  that 
a popularly  elected  assembly  that 
is  to  convene  in  July  should  dte* 
solve  both.  Americas,  Page  4 

tafiaa  Internet  usa  soars 

India’s  growing  base  of  internet 
subscribers  could  surge  six-fold 
by  the  end  of  next  year  and  lev- 
els of  net-based  commercial 
transactions  more  than  double, 
according  to  research.  More  than 
250,000  Indians  are  already  con- 
nected to  the  net 
Aste-Psicffic,  Page  6 

Companies  evade  minimum  wage 
Many  small  companies  In  Britan 
are  finding  ways  of  ovaefing  the 
minimum  wage  - £3.60  ($5.79) 
an  hour  for  adults  - Introduced 
this  month.  Britain,  Page  11 

OK  JoMess  predicted  to  rise 
The  UK  economy  wfll  avoid 
recession  this  year  but  at  signifi- 
cant cost  to  output  and  employ- 
ment, according  to  a report 
today.  Britain,  Page  12 
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Caspian  natural  gas 
High  political  risks 
in  four-country  play 
Page  10 
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US  monetary  policy 
Why  the  new  paradigm 
tantalises  the  Fed 
Gerard  Baker,  Page  15 


Mannesmann  plans 
expansion  into 
new  media  services 

Mannesmann,  German  industrial 
group  and  one  of  Europe’s  stron- 
gest telecoms  operators,  is  to 
expand  into  new  media  services 
and  internet  commerce.  Compa- 
nies and  markets,  Page  17 

DatatarChrystar  shares  fed  almost 
2 per  cent  alter  it  became  known 
that  (he  US-German  carmaker 
might  have  to  pay  stiff  fines  for 
breaching  European  Union  anti- 
trust laws.  European  news, 

Page  3;  Lex,  Page  16 

Investor,  main  holding  company 
for  Sweden’s  WalJenbeng  busi- 
ness empire,  announced  a wide- 
ranging  restructuring,  interna- 
tional companies,  Page  18 

Bati  Atlantic  took  another  step 
towards  dissolving  its  partnership 
with  AirTouch  as  it  revealed  it 
would  abandon  a wireless  com- 
munications joint  venture 
between  the  two  companies. 
Companies  and  markets,  Page 
17;  Lex,  Page  16 

Paribas  and  Sociftg  G6n6rale, 
Ranch  banks  whose  merger 
plans  were  hit  be  a double- 
barrelled  bid  from  Banque  Nat- 
ionals de  Paris,  are  propping  for 
a fight  that  could  last  six  months. 
International  companies.  Page 
18 

Ca&ury  Schweppes  and 
Coca-Cola  released  details  of  an 
exchange  of  soft  drink  brands 
that  win  give  the  US  group  Dr 
Pepper,  Schweppes  and  Canada 
Dry  in  Austrafia.  Companies  and 
markets.  Page  17 

Sio  Paula  sold  its  controffing  . 
stake  in  Comg&s,  the  state  gas 
company,  to  a consortium 
formed  by  BG,  the  UK  gas  pipe- 
line operator,  and  Royal  Dutch/ 
Shea  for  R$l.65bn  (Si bn).  Com- 
panies aid  markets,  Page  17 

MTT,  Japanese  telecoms  group 
which  is  bidding  for  international 
carrier  IDC,  suggested  that  it  was 
riot  prepared  to  be  drawn  Into  a-  • 
protracted  battle  with  Cable  and 
Wireless  of  the  UK.  Ada-Pacific 
compares.  Page  19 

Bank  erf  America  and-BankOne, 
the  two  largest  US  retail  banks, 
launched  rival  services  to  offer 
customers  bfil  delivery  and  pay- 
ment on&na.  US  companies, 

Page  20 

Gotifanaa  Sachs  investment  bank 
bought  2 per  cent  of  Bank 
Hapoafim,  Israel's  biggest  bank- 
ing group,  from  the  Israeli  gov- 
ernment in  a $59. 1m  block  trade, 
reducing  the  state’s  stake  to  22 

percent  international  compa- 
nies, Page  18 

Japan’s  corporate  bankruptcy 
debt  climbed  to  a high  of 
Y3,110bn  ($26bn)  to  March. 
Asia-Pacific  news,  Page  6 

Banco  Santander  . and  Banco 
Centra)  Hisparraamericano  are 
set  to  consummate  Spain’s  big- 
gest merger  with  the  launch  of 
the  new  BSCH  group’s  shares  on 
the  Madrid  stock  market  Inter- 
national companies.  Page  18 
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Nato  Mts  military  convoy  as 
Serbs  claim  70  refugees  dead 


By  Alexander  Mcoil  in  London 
and  Nil  Buckley  and 
Peter  Human  to  Brussels 


Nato  said  last  night  its  aircraft 
had  attacked  military  vehicles  on 
a road  in  western  Kosovo,  but 
could  not  confirm  Serbian  claims 
that  70  ethnic  Albanian  refugees 
had  been  killed  in  the  assault. 

If  confirmed  as  the  result  of 
allied  action,  this  would  be  the 
worst  known  Incident  In  terms  of 
casualties  In  Nato's  three- week 
air  offensive  against  Slobodan 
Milosevic,  tbe  Yugoslav  presi- 
dent. 

It  follows  the  deaths. of  at  least 
10  people  on  Monday  when  a pas- 
senger train  was  hit  by  two  mis- 
siles fired  by  a Nato  aircraft  at  a 
railway  bridge  in  Serbia. 

Last  night  Nato's  military 
headquarters  in  Mons,  Belgium 
said  allied  aircraft  had  attacked 


military  vehicles  just  east  of  the 
village  of  Djakovica.  close  to  the 
Albanian  border,  at  330pm  local 
time  yesterday. 

“The  pilots  state  they  attacked 
only  military  vehicles,”  Nato 
said.  “We  cannot  confirm  press 
reports  alleging  that  these 
attacks  may  have  caused  civilian 
casualties.  ” 

According  to  Serbian  official 
media,  a convoy  of  about  100 
vehicles  including  tractors  and 
cars,  carrying  several  thousand 
ethnic  Albanian  civilians,  had 
been  attacked  on  the  road  from 
Prizren  to  Djakovica.  Tbe  road  is 
close  to  the  border  with  Albania 
and  runs  parallel  with  it 

In  the  village  of  Meja,  64  people 
were  reported  killed,  and  a fur- 
ther six  in  a separate  attack  in 
the  village  of  Zrze.  a total  of  33 
people  were  said  to  be  wounded 
including  three  Serb  policemen 


Six  candidates  quit 
Algerian  election 
citing  vote-rigging 


ByRoida  Khaiaf,  Bfiddte  East 
Correspondent,  in  London 

Six  of  the  seven  Algerian 
presidential  candidates  pulled 
oat  on  the  eve  of  today’s  election, 
alleging  fraud  by  toe  authorities 
in  favour  of  the  military  regime's 
favourite,  and  shattering  the 
poll’s  credibility. 

Tbe  six  allege  vote-rigging  was 
intended  to  ensure  victory  for 
Abdelaziz  BoutefHka.  the  former 
foreign  minister. 

The  candidates,  including 
Mouloud  Hamroache,  .former 
prinffitomSer,  and  Ahmed  Ta&ib 
Ibrahim?,  an  ex-goveromeot  min- 
ister, said  they  would  not  recog- 
nise the  results  of  the  poll  having 
seen  “the  persistence  of  the 
regime  to  doxy  citizens  the  right 
to  choose  their  future  and  pick 
, their  president". 

“The  people  gave  os  their  confi- 
dence and  we  were  not  willing  to 
play  with  it...  we  were  left  with 
two  options,  either  a rigged  elec- 
tion or  the  respect  of  toe  people," 
said  Youcef  Khatfo,  one  of  the 
candidates  and  a former  adviser 
to  f lamina  Zeroual,  the  outgoing 
president.  "We  those  the  people." 

Mr  Zeronal  was  due  to  address 
Che  nation  last  night.  Be  had 
refused  to  see  the  candidates  ear- 
lier tn  the  day,  insisting  that  he 
bad  given  guarantees  about  the 
fairness  of  the  poll  and  that  alle- 


gations of  fraud  could  be  dealt 
with  through  the  legal  process. 

Algeria's  electoral  law  prevents 
candidates  from  withdrawing  but 
the  six  contenders  said  their 
move  was  a political  protest 

Tbe  withdrawal  turns  an  elec- 
tion, which  was  meant  to  mark 
the  beginning  of  a process  of 
national  reconciliation,  into  the 
source  of  a political  crisis. 

Tbe  participation  of  credible 
opposition  figures  and  promises 
of  a free  poll  had  raised  hopes  tbe 
election  might  usher  in  a period 
of.poHdcal  openness  and  -help,  to 
end  the  violence  that  has  gripped 
tbe  North  African  country  since 
1992,  when  the  army  cancelled 
elections  the  Islamic  Salvation 
Front  (Fis)  was  about  to  win.  Mr 
Bouteflika  has  had  an  advantage 
over  other  candidates,  after  sec- 
uring the  support  of  the  pro-gov- 
ernment leadership  of  four  par- 
ties.  But  the  other  candidates 
believed  be  could  be  beaten  as 
long  as  electors  were  allowed  to  | 
vote  freely. 

However,  following  a campaign  ! 
in  which  several  contenders  ! 
accused  the  administration  of  | 
bias  towards  Mr  Bouteflika  and 
alleged  irregularities  in  voting 
this  week  in  army  barracks  and  1 
mobile  polling  stations,  toe  can- 
didates said  they  became  con-  | 
vinced  of  an  intention  by  the 
regime  to  massively  rig  the  poCL  j 


Monti  hopeful  oyer 
deal  on  sayings  tax 


By  Emma  Tucter  frr  Brussels 

Mario  Monti,  the  European 
commissioner  responsible  for 
financial  services  and  taxation, 
figifl  yesterday  he  was  confident 
that  a compromise  to  protect 
institutional  holders  of  interna- 
tional bonds  from  paying  an  EU- 
wide  withholding  tax  could  be 
feasible. 

But  he  said  a threshold  of 
€40,000  (S26J3B0)  - toe  cut-off  to 
distingfrish  between  retail  and 
wholesale  investors  in  a separate 
EU  directive  - was  too  low. 

European  Commission  officials 
have  been  eramtniiig  a compro- 
mise plan  built  around  a thresh- 
old, in  an  attempt  to  persuade 
the  UK  to  lift  its  threat  of  a veto 
on  introdoctfon  of  toe  tax. 

According  to  the  compromise, 
tegnps  whose  minimum  holding 
was  more  than  the  threshold 
would  be  exempt  from  the  tax. 

Emotions  tn  the  City  of  London 
are  running  high  over  toe  poten- 
tial impact  of  tbe  proposed  tax  on 
the  market  for  international 
bonds.  City  institutions  have 
doubts  about  the  workability  of  a 
threshold,  and  continue  to  object 


to  the  directive.  A higher  thresh- 
old would  make  the  proposal 
even  less  attractive,  because  It 
would  mean  more  bond  issues 
would  be  subject  to  the  measure. 

Mr  Monti  said  a lot  of  work  bad 
been  done  to  minimise  toe  com- 
pliance costs  of  the  directive  and 
added  that  although  it  would  be 
impossible  to  reduce  toe  risk  of 
relocation  of  the  market  to  zero, 
the  EU  was  “definitely  working 
In  that  direction”. 

He  stressed  that  Europe  had  a 
vested  interest  in  a strong  City  of  i 
London  and  would  not  push  mea- 
sures that  harmed  Its  interests.  1 
Mr  Monti  said  the  City  was  a 
"huge  asset”  to  toe  whole  of  the  | 
EU  “as  well  as  an  efficient  alloca- 
tor of  financial  resources  for  tbe 
whole  of  toe  EU”.  ' 

City  institutions  claim  the  tax  , 
would  drive  the  market  out  of  the  I 
EU  to  countries  such  as  Switzer-  I 
land.  j 

The  proposal  for  a 20  per  cent  | 
tax  on  income  from  the  savings 
and  investments  of  non-residents 
was  drafted  by  Mr  Monti  last 
year  as  part  of  a package  aimed 
at  ironing  out  unfeir  tax  competi- 
tion within  the  single  market 
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escorting  toe  convoy.  Nato  had 
feared  toe  Serbs  would  use  ethnic 
Albanian  refugees  in  Kosovo  as 
"human  shields"  by  forcing  them 
to  travel  with  military  vehicles. 
However,  there  was  no  confirma- 
tion last  night  that  refugees  were 
being  used  in  this  way. 

A Nato  spokesman  said  toe 
incident  was  being  investigated. 
“What  I have  been  told  by  the 
operational  commanders  is  that 
military  vehicles  were  a target  on 
that  road  this  afternoon.” 

Pictures  taken  by  a Reuters 
news  agency  photographer,  who 
was  escorted  to  the  scene  by  Ser- 
bian officials.  Showed  bodies  lit- 
tering a road,  tractors  and  a 
horse  and  cart 

General  Wesley  Clark,  Nato's 
supreme  commander,  yesterday 
called  toe  railway  attack  "an 
uncanny  accident”  and  said  the 
train  appeared  after  a missile  had 


been  fired,  too  late  for  the  pilot  to 
divert  it.  A second  missile. 
Intended  to  hit  the  other  end 
of  toe  bridge,  also  hit  the 
train. 

The  alliance  insists  it  is  trying 
to  hit  only  military  targets  in 
Yugoslavia  with  the  aim  of 
removing  toe  capacity  of  Serbian 
forces  in  Kosovo  from  oppressing 
the  1.5m  ethnic  Albanians  in  toe 
province,  of  whom  as  many  as 
13m  have  been  displaced  from 
their  homes. 

The  attack  occurred  as  Euro- 
pean heads  of  government,  meet- 
ing In  Brussels  with  Kofi  Annan, 
the  United  Nations  secretary  gen- 
eral, discussed  a Kosovo  peace 
plan  proposed  by  Joschka 
Fischer,  Germany's  foreign 
minister. 

Kosovo  crisis,  Page  2 
Soul-searching  bi  Moscow,  Page  14 


A demonstrator  holds  up  a poster  of  Anwar  fcnMm  at  a tally  In  Kuala 
Lumpw  to  protest  at  tha  ousted  Matayalan  deputy  prime  minister's  six-year 
prison  st/itenoa  for  abusing  Ws.  power  to  oonoaal  arfsged  sezud  mtsdeeds. 
Riot  atyjads  armed  wHb  .canes  efiaperaad  the  protostera.  Page  6 Picture:  AP 
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Energy  bids 
confirm 
renewed 
interest  in 
S America 

By  John  Barham  in  S5o  Paolo, 

Mark  Mulligan  in  Santiago 
and  Robert  Coiztae  in  London 

European  groups  yesterday  bid 
R1.65bn  (Slbn),  more  than  double 
the  minimum  price  for  Comgas, 
the  Brazilian  gas  company  being 
privatised  by  the  staLe  govern- 
ment of  Sao  Paulo. 

The  sale  to  a consortium  made 
up  of  BG,  the  UK  gas  pipeline 
operator,  and  RoyalDutcb/ Shell, 
confirms  the  recovery  In  investor 
sentiment  towards  the  region  fol- 
lowing the  Brazilian  currency  cri- 
sis in  January  and  the  growing 
interest  of  foreign  investors  in 
Latin  American  utilities. 

It  came  a day  after  an  offer  of 
$l.5bn  by  Endesa,  the  Spanish 
utilities  company,  for  a 29.7  per 
cent  stake  in  Endesa  of  Chile,  the 
continent's  second  largest  elec- 
tricity generator.  The  bid.  whicb 
was  higher  than  expected,  is 
through  Enersis.  tbe  electricity 
distributor  which  Endesa  of 
Spain  controls  and  whicb  already 
holds  25.3  per  cent  of  the  genera- 
tor. It  tops  a $2.lbn  bid  by  Duke 
Energy  International  for  51  per 
cent  of  the  Chilean  group. 

Both  announcements  furtber 
strengthened  the  rally  in  Latin 
American  stock  prices.  In  Sao 
Paulo  early  trading,  toe  Bovespa 
index  rose  by  nearly  2 per  cent, 
while  the  Chilean  market  gained 
more  than  0.5  per  cent.  Prices  on 
both  markets  are  now  more  than 
20  per  cent  higher  than  at  the 
beginning  of  the  year,  while 
Mexico  has  gained  more  than  35 
per  cent 

BG  and  RovalDutch.'Sbell  beat 
off  competition  from  three  other 
international  consortia,  paring  a 
premium  of  119  per  cent  over  the 
minimum  price.  Enron  of  the  US. 
which  made  the  second  h idlest 
bid,  offered  a premium  of  70  per 
cent. 

The  battle  for  Endesa  follows 
the  ©30m  acquisition  on  Tuesday 
of  the  energy  assets  of 
Chilquinta,  a Chilean  holding 
company,  by  a US  consortium  of 
Sempra  Energy  of  San  Diego  and 
New  Jersey-based  Public  Service 
Enterprise  Group. 

Grupo  Endesa  and  Duke 
Energy  said  Brazil's  energy  pri- 
vatisation this  year  is  one  of  toe 
main  reasons  for  their  push  into 
Latin  America  through  Chile. 

I Details,  Page  17 


ime  for  a change  of  direction? 


Many  companies  reach  a poira  where  the  management  team 
decide  It  would  be  better  to  fallow  their  own  vision,  rather 
than  their  loader's. 

And  whether  that  involves  a complete  change  of  direction, 
or  Just  a different  style  of  management,  the  ideal  partner  to 
heip  realise  the  new  vision  Is  Phttoraw  Ventures. 

We  generally  took  at  MBIb  or  MBOs  between  £20  ml  Mon 
and  £200  mSBon. 

But  our  cortrflxition  goas  further  than  just  caprfaL  We  also 
provide  advice  and  support,  baaed  on  long  experience, 
becked  by  the  wltingnesa.  Imagination  and  stamina  to  look 
beyond  tha  easy  deaL 

So  If  Ifs  time  you  called  the  tune.  It's  time  to  cat  Phlidrew. 

sf$  PhildrewVentures 

A MBMBBK  OF  TUB  CSS  CAPITAL  6IOUP 

MW** Wnsirea.  Heeri  Court.  14  Ft^my  Squora 
London  EC2A1  PD  TEL  0171  0286306 
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KOSOVO  CRISIS 


WAR  IN  EUROPE  MURDERED  CRITIC  0F  MIL0SEV1C  BURIED  IN  BELGRADE  ■ NATO  SEEKS  TO  RESOLVE  DIFFERENCES  WITH  RUSSIA  ■ SERB  FORCES  'UNREIBHING^B  CR^jgjj, 


UK’S  IMTED 


Dreams  of  a democracy 
die  alongside  journalist 


By  Guy  Dinmore  m Belgrade 

Air  raid  sirens  sounded  the 
all  clear,  the  sun  emerged 
and  there  was  silence,  apart 
from  the  singing  of  birds  and 
the  rhythmic  thud  of  earth 
shovelled  on  to  wood. 

Some  2.000  people  - oppo- 
sition leaders,  actors,  jour- 
nalists, blends  and  strangers 
- gathered  quietly  yesterday 
in  Belgrade's  main  cemetery 
to  bury  Slavko  Curuvija, 
Serbia's  most  outspoken 
newspaperman,  and  with 
him  their  aspirations  for 
democracy. 

Two  young  men  in  black, 
Bring  pistols  with  silencers, 
gunned  down  Mr  Curuvija 
outside  his  Belgrade  apart- 
ment on  Orthodox  Easter 
Sunday.  Police  are  investiga- 
ting the  death  of  the  most 
vocal  critic  of  the  regime  led 
by  Slobodan  Milosevic, 
Yugoslav  president,  but 
everyone  at  his  graveside 


believed  they  knew  who  had 
done  it,  they  were  just  too 
terrified  to  say  so. 

Ljiljana  Smajlovic,  one  of 

Mr  Curuvija’s  editors,  deliv- 
ered the  eulogy.  “The  day 
when  Yugoslavia  was 
attacked  by  Nato.  Slavko 
Curuvija  called  a last  meet- 
ing of  his  staff  and  I will 
remember  his  words:  '1  won't 
publish  a newspaper  for  cen- 
sors, and  Nato’s  aggression 
is  illegal,  illegitimate  and 

Immoral'-** 

Opposition  politicians  and 
independent  journalists  - 
against  Nato's  air  campaign 
but  refusing  to  support  Mr 
Milosevic  - assembled  in 
public  for  the  first  time  since 
the  bombing  began  over 
three  weeks  ago.  Looking 
among  the  crowd  for  the 
now-feared  secret  police, 
they  exchanged  views  on  the 
hopelessness  of  their  situa- 
tion. 

Among  the  mourners  were 


Zoran  Djicdjic,  Nebojsa 
Covic  and  Vuk  Obradovi  - 
three  leaders  of  the  opposi- 
tion Alliance  for  Change.  No 
one  from  the  government 
was  to  be  seen  but  Danica 
Draskovic,  wife  of  the  Yugo- 
slav deputy  prime  minister 
Vuk  Draskovic,  was  there. 

Ms  Smajlovic  summed  up 
the  view  that  Nato's  cam- 
paign bad  destroyed  not  just 
military  targets  and  civilian 
infrastructure  but  also  Serb- 
ia's pro-democracy  move- 
ment "Slavko  was  not  just 
killed  cowardly  in  the  back 
but  bombed  cowardly  from 
the  skies.  He  was  a great 
journalist  who  wanted  a 
European  newspaper  for 
Serbia,"  she  said. 

“This  is  our  funeral."  com- 
mented another  journalist. 

Drenka  Bogojevic,  a mid- 
dle-aged worker  of  the  Zas- 
tava  car  plant  bombed  by 
Nato.  called  Mr  Curuvija  her 
greatest  hero.  “But  this 


NEW  ATTACKS  800,000  DISPLACED  PEOPLE  STILL  IN  KOSOVO 

Serb  forces  ‘show 
no  sign  of  relenting’ 


By  Alexander  fficoll, 

Defence  Correspondent 

Serbian  forces  responsible 
for  driving  as  many  as  1.3m 
Kosovars  from  their  homes 
show  no  sign  of  relenting 
but  are  being  forced  into  a 
more  defensive  posture  by 
Nato's  air  attacks,  according 
to  allied  military  chiefs. 

The  accompanying  map, 
supplied  by  the  UK  Ministry 
of  Defence,  shows  that  the 
Yugoslav  military  have  been 
active  throughout  Kosovo, 
burning  towns  and  villages 
in  their  “ethnic  cleansing" 
offensive. 

Clare  Short.  UK  interna- 
tional development  secre- 
tary, estimates  there  are 
800,000  displaced  people 
within  Kosovo  itself,  of 
whom  400,000  may  be  with- 
out shelter,  in  addition  to 
more  than  500.000  refugees 
in  other  countries. 

According  to  the  Penta- 
gon, 50  per  cent  of  Nato’s 
targets  over  the  22-day  cam- 
paign have  been  emits  of  the 
Yugoslav  army  and  special 
police  in  Kosovo  Itself. 

But  aerial  photographic 
evidence  continues  to  show 
villages  being  burned.  Gen- 
eral Wesley  Clark.  Nato’s 
supreme  commander, 
acknowledges  that  “you  can- 
not Stop  paramilitary  mur- 
der on  the  ground  with  aero- 
planes". 

Nevertheless,  military 
commanders  say  that  dam- 
age to  supply  routes,  com- 
mand. control  and  communi- 
cations installations,  and 
stores  of  fuel,  ammunition 
and  military  vehicles  will 
steadily  erode  the  ability  of 
Serb  forces  to  operate. 

With  the  safety  of  its  pilots 
in  mind,  Nato  has  devoted 
many  attacks  to  an  air 
defen.ee  system  which  it  says 
is  the  most  formidable  in  the 
region.  More  than  50 
surface-to-air  missile  sites  - 
launchers,  radar  and  com- 
munications facilities  - have 
been  attacked. 

However,  missiles  are  still 
being  fired  at  Nato  aircraft 
from  mobile  and  hand-held 

launchers. 

“When  our  pilots  go  In, 
they're  going  to  treat  it  just 
like  it  was  on  day  one,  very 
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dangerous."  said  Major- 
General  Charles  Wald,  a 
Pentagon  briefer. 

More  than  half  of  Yugo- 
slavia’s 15  MiG-29  fighters 
have  been  destroyed,  along 
with  more  than  40  hangars 
and  aircraft  support  facili- 
ties. 

Many  airfields  have  been 
damaged.  Nato  has  also 
attacked  key  headquarters 
sites,  including  two  interior 
ministry  buildings  in  the 
centre  of  Belgrade. 

The  bulk  of  its  raids  now 
appear  to  be  directed  at 
depleting  Serb  forces  in  Kos- 
ovo. Nato  believes  it  has  ren- 
dered Serbia’s  two  ofi  refi- 
neries inoperable,  and  that 
the  destruction  of  IX  fuel 
storage  areas  has  eliminated 
most  of  the  strategic  reserve. 

According  to  Gen  Clark,  70 
per  cent  of  stores  of  petro- 
leum, oil  and  lubricants 
have  been  destroyed.  “He 
[President  Milosevic]  is 
scrambling  to  bring  more 
fuel  In.  Units  have  been  told 
in  Kosovo  to  cease 
operations,  to  hold  back, 
conserve  your  fuel,  get  out 
of  the  way  and  wait" 

Five  industrial  targets 
producing  “military-type 
equipment"  have  been 


destroyed,  according  to  Maj- 
Gen  Wald,  as  well  as  11  main 
bridges  and  four  large 
ammunition  storage  areas. 

Roads,  fuel  trucks,  mili- 
tary vehicle  compounds,  bar- 
racks. command  and  control 
facilities  and  communica- 
tions sites  are  all  being  regu- 
larly attacked  as  the  effort  to 
isolate  Serb  forces  in  Kosovo 
intensifies. 

Gen  Clark  said  that  the 
Serb  military  was  unable  “to 
respond  crisply  and 
sharply”,  as  it  bad  previ- 
ously. But  it  was  harder  to 
target  the  tanks,  armoured 
vehicles  and  other  Serb  force 
facilities  on  the  ground. 

For  pilots,  attacking  indi- 
vidual tanks  “Is  not  the  pre- 
ferred target  set  it  is  high 
risk,  it  is  difficult,  and  it  is 
slow”. 

But  Serb  forces  were  mov- 
ing into  defensive  positions 
in  some  areas.  “He  [Mr  Mil- 
osevic] is  scrambling  to 
remove  critical  assets  from 
known  locations,  to  hide, 
conceal,  to  repair." 

According  to  Maj-Gen 
Wald:  "Eventually,  his 
fielded  force  Is  going  to  have 
a hard  time  manoeuvring, 
doing  anything  much  other 
than  hunkering  down". 


CONTRACTS  & TENDERS 


INVITATION  FOR  EXPRESSIONS  OF  INTEREST 

calverton  colliery 

RJ  Budge  (Mining)  Limited  has  served  notice  of  their 
intention  to  surrender  tbeir  section  36  (21  a licence  which 
was  issued  to  the  company  on  2 June  1994  by  British  Coal 
Corporation.  The  licence  will  be  surrendered  on  9 July  1 999. 
The  Coal  Authority  hereby  advertises  for  expressions  of 
interest  in  the  mine.  Firm  expressions  of  interest  from 
prospective  operators  must  be  received  within  7 days  (ie  by 
22  April).  This  date  will  not  be  extended,  nor  will  any 
farther  advertisement  appear.  Any  expression  of  interest  will 
need  to  identify  the  nature  of  the  proposal,  company 
structure,  together  with  the  availability  of  expertise  and 
financial  resources. 

Expressions  of  interest  must  be  delivered  to> 

Director  of  Operations 
The  Coal  Authority 

200  Lichfield  Lane 

Mansfield,  Nottinghamshire 

NG184RG 

Fax  No.  01623  620363 
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bombing  is  genocide  and  is 
helping  Milosevic."  she 
added.  “It's  a tragedy  and  a 
catastrophe  for  tbe  people, 
and  Milosevic  is  safe  in  his 
bunker.  I worked  in  Zaslava 
for  17  years  and  had  a heart 
attack  when  I saw  it 
destroyed." 

Who  might  be  next  after 
the  50-year-old  Curuvija  was 
the  unspoken  question.  But 
there  was  also  the  view  that 
Mr  Curuvija  was  a “special 
case". 

The  editor  and  owner  of 
Dnevni  Telegraf,  a daily,  and 
the  fortnightly  European, 
had  also  once  worked  for  the 
secret  police  and  enjoyed  tbe 
confidence,  and  possibly  lar- 
gesse, of  the  Milosevic  fam- 
ily. For  this  he  was  viewed 
with  some  suspicion  by  Serb- 
ia's fragmented  and  quarrel- 
some opposition. 

But  last  October  the  Euro- 
pean launched  one  of  the 
most  virulent  attacks  on  the 


A funeral  procession  leads  the  coffin  of  {oumaOst  Slavko  CuruvQa  ki  Belgrade  yesterday 


Reuters 


regime  published  in  Serbia 
and  carried  a picture  of 
Romania's  security  forces 
overthrowing  President 
Nicolae  Ceau$escu  in  1989. 
The  magazine  and  daily 
were  heavily  fined  for  break- 
ing Serbia's  tough  media 
law.  and  In  a move  that  may 
or  may  not  have  been 


related,  Mr  Milosevic  sacked 
the  head  of  his  secret  police. 

But  Mr  Curuvija,  who 
stayed  in  Belgrade,  moved 
his  operations  outside  Serbia 
and  continued  to  publish.  At 
the  Hmp  of  his  Hftgth  he  was 
appealing  against  a five- 
month  jail  sentence  imposed 
for  slandering  a top  official 


in  the  party  led  by  the  presi- 
dent's wife.  Mira  Markovic. 

Tbe  last  figure  to  leave  his 
flower-covered  grave  yester- 
day was  Jelena.  his  20-year- 
old  daughter.  She  said  good- 
bye to  friends  concerned  for 
her  future.  “Take  care  of 
youiselves."  she  said.  “Take 
great  care." 


Peace  plan  follows  broad  talks 


By  Haig  Stmonlan  In  Bonn  and 
Michael  Sntflii  in  Strasbourg 

The  German  government 
yesterday  said  its  Kosovo 
peace  plan,  drawn  up  by 
Joschka  Fischer,  foreign 
minister,  followed  meetings 
over  tbe  past  fortnight 
between  German  officials 
and  Nato  partners,  Balkan 
countries  and  Russia. 

The  plan  envisages  a 24- 
hour  halt  to  Nato  air  strikes 
once  the  Yugoslav  govern- 
ment gives  a clear  signal  it 
is  withdrawing  its  military 
and  paramilitary  forces  from 
Kosovo.  The  ceasefire  would 
be  prolonged  as  required  to 
allow  for  the  full  withdrawal 
of  Yugoslav  troops.  Air 
strikes  would  be  formally 


suspended  were  Belgrade’s 
forces  to  pull  out  within  an 
agreed  period. 

Simultaneously,  the  Kos- 
ovo Liberation  Army  would 
agree  to  a ceasefire  and 
would  maintain  positions 
until  tbe  arrival  of  an  inter- 
national peacekeeping  force 
in  Kosovo.  At  the  point  tbe 
KLA  would  decommission 
its  weapons  and  disband  mil- 
itary operations. 

The  arrival  of  the  full 
international  peacekeeping 
force  would  be  preceded  by 
the  deployment  of  a smaller, 
preliminary  military  force  in 
Kosovo  by  countries  contri- 
buting to  tbe  peacekeeping 
operations. 

International  observers 
would  return  to  Kosovo,  and 


a transitional  authority 
would  be  established  by  the 
UN  to  govern  the  area  “until 
a final  political  solntion". 
Refugees  would  be  allowed 
to  return  once  Yagoslav 
forces  started  pulling  out  of 
Kosova 

The  plan  deliberately 
leaves  vague  under  what 
international  auspices  the 
peacekeepera  would  operate. 

Officials  in  said  the 
force  could  be  organised  by 
the  Organisation  for  Secu- 
rity and  Co-operation  in 
Europe  to  allow  Russian  and 
Ukrainian  participation. 
However,  a German  foreign 
ministry  spokesman  made 
clear  the  peacekeepers 
would  almost  certainly  come 
from  Nato  countries. 


Meanwhile.  Gerhard 
Schroder.  German  chancel- 
lor. told  the  European- Parlia- 
ment yesterday  that  the 
Yugoslav  crisis  should  serve 
as  a lesson  to  the  EU  of  the 
need  to  enlarge  to  the  east. 

Some  eastern  European 
countries  had  tried  to  find 
security  in  defence  by  join- 
ing Nato.  he  said,  but  they 
»icn  needed  economic  secu- 
rity. 

“We  have  to  say  that  we 
have  a great  deal  of  interest 
In  [EU]  enlargement.  The 
lesson  from  Yugoslavia  is 
that  peace  can  only  exist  if 
social  and  economic  develop- 
ments take  place  throughout 
Europe.  We  must  uot  let  up 
on  efforts  to  continue 
enlargement." 


UK’s  united  front  hides  deep  misgivings 


PM  faces  critics  from  within  his  own  party 
and  from  the  self-proclaimed  ‘patriotic’ 
opposition,  writes  Robert  Peston 


It  is  .turning  into  the  con- 
flict which  breaks  all  the 
rules.  Nato’s  air  offensive 
against  Serbia  has  split  the 
UK’s  main  political  parties 
in  unprecedented  ways. 

Behind  a broadly  united 
front  formed  by  tbe  leaders 
of  the  parties,  many  ordi- 
nary members  of  the  British 
parliament  are  hostile  to  the 
bombing  campaign.  This 
breaks  a longstanding  tradi- 
tion that  the  legislature 
should  rally  behind  a gov- 
ernment when  the  lives  of 
British  servicemen  are  at 
risk. 

Meanwhile  Tony  Blair,  the 
prime  mi  raster  and  leader  of 
the  Labour  party,  is  behav- 
ing with  all  tbe  crusading 
zeal  of  a Conservative  pre- 
mier in  time  of  war. 
although  lacking  the  poetic 
rhetoric  of  a Winston  Chur- 
chill. He  believes  that  bis 
determination  to  fight  is  his- 
torically significant,  saying 
that  he  represents  a new 
generation  or  centre-left 
leaders  bom  long  after  the 
second  world  war. 

Even  so,  it  is  surprising 
that  the  strongest  criticism 
of  him  bas  come  from  Con- 
servative members,  while 
there  have  been  more  pre- 
dictable attacks  from  the 
Labour  party’s  left  wing. 

This  is  galling  to  tbe  gov- 
ernment, since  its  Conserva- 
tive predecessors  faced  only 


fringe  parliamentary  attacks 
in  the  1982  conflict  with 
Argentina  over  the  Falkland 
Islands  and  again  during  the 
1990  Gulf  war.  But  parlia- 
mentary voices  raised 
against  the  Kosovo  adven- 
ture have  been  many  and 
stridenL 

The  most  interesting  ques- 
tion is  why  the  Conserva- 
tives. the  self-proclaimed 
patriotic  party,  should  have 
redefined  themselves  as 
peaceniks.  “I  would  say  that 
about  100  out  of  our  162  MPs 
are  more  or  less  opposed  to 
the  action."  said  a former 
Conservative  minister. 

It  should  be  pointed  out 
that  the  official  position  of 
tbe  leadership  of  the  party  is 
to  support  the  prime  minis- 
ter. albeit  in  a muted  way. 
“We  can’t  be  seen  to  be 
knocking  Blair  when  our 
boys  are  daily  risking 
death."  said  a close  col- 
league of  William  Hague, 
Conservative  leader.  “But 
our  private  views  are  that 
the  government  acted  in 
haste  and  will  regret  it." 

Ordinary  Conservative 
MPs  have  shown  no  such 
reserve.  Among  tbe  most 
vociferous  critics  have  been 
Alan  Clark,  a military  histo- 
rian and  former  Conserva- 
tive defence  minister,  and 
Lord  Carrington,  foreign  sec- 
retary during  the  Falklands 
conflict.  Mr  Clark  accused 


Mr  Blair  of  associating  the 
UK  “with  a sustained  bom- 
bardment of  a brave  apd 
Christian  people  who  have 
never  injured  or  even  threat- 
ened a British  citizen".  ' 

This  sums  up  the  thinking 
of  a significant  caucus  of 
Conservatives,  to  the  effect 
that  the  UK  military  should 
be  used  only  to  defend  Brit- 
ish interests.  It  is  a view 
whose  pedigree  can  be 
traced  back  more  than  a 100 
years  to  Benjamin  Disraeli, 
founder  of  the  modern  Con- 
servative party.  They  believe 
that  however  appalling  Mr 
Milosevic's  offensive  against 
Albanian  Kosovars  may  be, 
Nato  is  encroaching  into  a 
civil  war  or  the  affairs  of 
another  sovereign  nation. 

However,  this  is  by  no 
means  tbe  only  Tory  qualm 
Many  of  them  have  com- 
plained that  aircraft  and 
missiles  will  never  succeed 
on  their  own  and  that  prepa- 
rations must  be  made  for  a 
land  war.  They  also  periodi- 
cally show  a thinly  disguised 
streak  of  anti-Americanism. 

And  in  one  of  those  quirks 
of  British  politics,  similar 
prejudices  colour  many  of 
the  diatribes  against  Mr 
Blair  from  the  left  of  his  own 
party.  The  leading  Labour 
critic  has  been  Tony  Berm, 
tbe  veteran  left-winger  who 
was  a cabinet  member  in  tbe 
1970s.  He  has  accused  Nato 
or  “murdering"  Serbs  with 
no  bope  of  bringing  long- 
term peace  and  stability  to 
tbe  Balkans. 

Another  critique  comes 


from  Robert  Marshall-And- 
rews,  a leading  barrister  and. 
Labour  MP,  who  disputes  Mr 
Blair’s  description  of  the 
raids  as  humanitarian.  “A 
true  humanitarian  approach 
would  have  been  to  keep  out 
of  the  conflict  but  to  have 
provided  generous  financial 
help  to  Kosovo’s  refugees, 
including  welcoming  about 
100,000  of  them  in  the  UK." 
he  said. 

Meanwhile,  Mr  Blair  is 
also  isolated  from  the  UK's 
self-defining  intellectual 
community,  an  experience 
he  never  enjoys.  A series  of 
“new  right"  historians  have 
joined  forces  with  the  play- 
wright Harold  Pinter,  the 
academic  Germaine  Greer 
and  other  leftwing  thinkers 
to  condemn  Nato's  action, 
while  there  has  been  no  dis- 
cernible movement  of  centre- 
left  writers  in  support  of  the 
government. 

Such  unease  is  unwelcome 
to  the  government  but  not 
devastating,  since  most  of 
tbe  media  are  strongly 
behind  it.  The  tabloids,  nota- 
bly the  influential  Sun  and 
Daily  Mail,  have  been  partic- 
ularly helpful,  with  their 
graphic  descriptions  of  Ser- 
bian atrocities  and  depiction 
of  Mr  Milosevic  as  “Slobba". 

Opinion  polls  sbow  a 
majority  of  tbe  UK  public 
backs  the  Yugoslav  cam- 
paign. But  ministers  are  by 
no  means  taking  public  opin- 
ion for  granted  and  remain 
anxious  about  what  will  hap- 
pen  to  It  when  and  if  a UK 
serviceman  is  killed. 


Nato 


on 


By  IW  Bocfctey  fa  Bniwetr-; 

Nato  is  hopeful  that  it  can 
resolve  differences  With  Rus- 
sia and  see  its  cxmditions  Sor 
ending  the  bombing  cf  Yugo- 
slavia enshrined  in  a ^.res- 
olution. according  to  "Javier 
Solana.  the  defence  group- 
ing’s secretary-general . 

In  an  interview  with  the 
FT.  Mr  Solana  said  that 
bringing  Russia  “back'  an 
board"  was  a priority  of  the 
alliance.  A meeting  of  the 
Group  of  Eight,  the  world's 
largest  industrialised  democ- 
racies including  Russia, 
could  take  place  within  a 
few  days,  he  suggested,  pos- 
sibly followed  by  a meeting 
of  tbe  UN  Security  Council 

His  comments  came 
shortly  before  Germany 
unveiled  a peace  plan  calling 
for  a UN-backed  interna- 
tional peacekeeping  force  in 
Kosovo  once  Yugoslav  forces 
withdrew,  and  before  a pri- 
vate meeting  between  Mr 
Solana  and  Kofi  Anrun\  the 
UN  secretary-general. 

They  reflect  a growing 
desire  within  the  alliance  to 
bring  its  actions  back  within 
a UN  framework. 

Mr  Solana  suggested  the 
differences  with  Russia  over 
Nato's  five  demands  bofled 
down  to  one:  the  nature  of 
any  international  presence - 
in  Kosovo. 

The  alliance,  he  hinted, 
could  accept  something' 
other  than  a Nato-led  force. 
He  envisaged  something  sim- 
ilar to  the  SFOR  stabilisa- 
tion force  in  Bosnia  - an 
“efficient  coalition",  not  just 
of  Nato  but  more  than  30 
countries. 

The  Nato  countries  would 
be  very  important,  as 
nations  which  could  deploy 
large  forces  on  the  ground,  ■’ 
he  said.  “They  will  want  to 
do  it  through  the  mechanism 
we  have.  But  does  that  mean 
that  will  be  the  only  mecha- 
nism that  will  be  there?  No." 

But,  Mr  Solana  stressed, 
Nato  could  not  accept  Rus- 
sia’s demand  that  the  inter- 
national force  be  non-mili- 
tary. The  allies  had  already 
experienced  the  inability  of 
the  OSCE  observer  mission 
in  Kosovo  to  prevent,  vio- 
lence against  ethnic  Alba- 
nians. 

“We  cannot  make  that 
mistake  [again].”  he  said.  “It 
has  to  be  a robust  military 
presence,  otherwise  the  refu- 
gees will  not  return,  because 
their  security  will  not  he  ■ 
guaranteed.” 

The  secretary-general 
insisted,  however,  that 
Nato’s  military  action  to 
date  was  “perfectly  legiti- 
mate”. despite  lacking  a UN 
mandate,  because  it  resulted 
from  a decision  by  19  demo- 
cratic countries  not  to  accept 
“brutality  in  our  own  terri- 
tory". It  was  in  the  spirit  of 
three  UN  resolutions,  while 
Mr  Annan  last  week  persan- 
ally  endorsed  Nato’s  five 
demands. 

The  alliance  also  had  a 
moral  duty  to  intervene  to 
prevent  a campaign  of  ethnic 
cleansing  which,  he  frmfotod, 
bad  been  carefully  prepared 
long  before  Nato  air  strikes 
began. 

“In  this  conflict,  nothing  is 
at  stake  but  moral  values,” 
he  said  “There  is  no  oil,  no 
petrol,  no  primary  raw  mate- 
rials. no  strategic  positions. 

“We  are  building 
Europe. . . [but]  if  we  let 
these  things  go  by  in  our 
territory,  it  will  be  impossi- 
ble to  keep  on  constructing 
with  dignity  what  we  are 
trying  to  construct” 


Chernomyrdin  selected  as  peace  envoy 

Rv  Anrinw  .lack  In  llmraiiii  orifh  Mr  Pr-im.ilrm,  nr»  numloilAn  hn.  n >. 


By  Andrew  Jack  In  Moscow 

The  appointment  by 
President  Boris  Yeltsin  yes- 
terday of  Victor  Chernomyr- 
din as  his  special  envoy  to 
bring  peace  to  Yugoslavia  is 
seen  by  many  as  a direct 
attack  on  Yevgeny  Prima- 
kov, the  prime  minister. 

Mr  Primakov,  a former 
diplomat,  bad  launched  bis 
own  high-profile  peace  initia- 
tive by  flying  to  Belgrade  to 
meet  the  Yugoslav  president 
shortly  after  the  start  of 
Nato’s  airstrikes. 

Announcing  the 
appointment  of  Mr 
Chernomyrdin.  Dmitri 
Yakushkhin.  the  president's 
spokesman.  pointedly 
stressed  that  the  post  was 
extremely  important  and 
dealt  with  the  “key  issue” 
preoccupying  Mr  Yeltsin. 

The  nomination  is  the 
latest  in  a series  of 
increasingly  visible  conflicts 


with  Mr  Primakov,  and  was 
seen  by  a number  of 
observers  as  following  the 
president's  long-standing 
practice  of  undermining  top 
government  officials  whom 
he  perceives  as  a threat. 

Last  weekend,  Mr 
Primakov  took  the 
exceptional  step  of 
appearing  at  short  notice  on 
Russian  television  to  justify 
the  actions  of  his 
government  during  its  first 
six  months  in  office,  and  to 
reiterate  that  he  had  no 
ambitions  to  run  for 
president 

His  action  came  after  Mr 
Yeltsin  made  an  aggressive 
speech  late  last  week  In 
which  he  said  Mr  Primakov 
was  “useful  to  us  at  this 
stage"  before  adding,  “later 
on,  we  will  see". 

In  the  last  few  weeks.  Mr 
Yeltsin  has  held  a number  of 
high-profile  meetings  with 
rival  political  figures  as 


speculation  has  continued 
about  a government 
reshuffle  notably  targeting 
the  most  senior  Communist 
members  of  the  cabinet. 

There  appears  in 
particular  to  have  been  a 
warming  of  relations  with 
Yuri  Luzhkov,  the  mayor  of 
Moscow  who  Ha*  made  little 
secret  of  his  presidential 
ambitions  and  until  recently 
was  calling  for  Mr  Yeltsin's 
resignation  as  swiftly  as 
possible. 

Sergei  Markov,  head  of  the 
Institute  of  Political  Studies, 
said  that  Mr  Chernomyrdin 
wanted  to  keep  good 
relations  with  Mr  Primakov 
but  that  his  nomination  had 
turned  him  into  “an 
institutionalised  rival". 

He  said  the  appointment 
provided  a bridge  between 
the  presidential 

administration  and  Mr 
Chernomyrdin's  political 
movement.  Our  Home  is 


Russia,  at  a time  when  Mr 
Yeltsin  was  losing  support 
from  other  parties. 

Alliances  will  prove 
important  in  the  build-up  to 
a vote  on  his  impeachment 
now  scheduled  for  mid  May, 
as  well  as  In  any  changes  to 
the  constitution  that  could 
weaken  the  presidential 
powers  after  parliamentary 
elections  due  in  December 

However,  Our  Home  is 
Russia  has  been  very 
considerably  weakened  since 

Mr  Chernomyrdin’s 
government  was  sacked  In 
spring  last  year  in  another 
mercurial  gesture  by  Mr 
Yeltsin  towards  a potential 
rival 

Mikhail  Berger,  editor  of 
the  daily  newspaper 

Sevodnya,  argued  that  Mr 
Chernomyrdin  now  had  only 
the  “slimmest  chance”  of 
being  elected  president. 

He  added  that  his 
appointment  was  “very 


strange"  and  showed  that 
the  Kremlin  had  “a  shortage 
of  people"  from  which  it 
could  choose. 

Mr  Chernomyrdin  may 
nonetheless  prove  a useful 
negotiator  in  Yugoslavia. 
Riven  his  international 
reputation  built  during  five 
years  as  Russia’s  prime 
minister. 

He  also  acted  as  an 
intermediary  for  Mr  Yeltsin 
this  spring  by  holding  talks 
with  the  International 
Monetary  Fund  in 
Washington  ahead  of  its 

°uffine  agreement  to  provide 
new  loans 

His  role  as  a long-time 
executive  of  Gazprom,  the 
state  gas  monopoly,  and  a 
candidate  to  be  re-elected 
w Its  board  this  summer, 
could  also  provide  him  with 
some  leverage,  since  the 
company  currently  exports 
2.6bn  cubic  metres  of  gas  to 
Serbia  a year. 
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CAMPAIGNERS  MAY  drop  opposition  jo  bank 

Deutsche  may  clear 


barrier  to  merger 


-fata  Authors  in  Hew  Yoifc 


Deutsche  Bank  appears  to 
have  persuaded  VS  Holo- 
caust campaigners  to  drop 
their  opposition  to  its  acqui- 
sition  of  Bankers  Trust  as  it 
enters  a crucial  conference 
on  the  issue  today  in  New 
York,  but  it  still  faces  class 
action  lawsuits  and  threats 
of  economic  sanctions. 

Alan  Hevesi,  the  comptrol- 
ler of  New  York  city,  who 
last  year  recommended  that 
Deutsche's  deal  should  not 
be  allowed  to  proceed  until  it 
had  settled  claims  from 
Holocaust  victims,  will  hold 
a conference  on  the  issue 
today.  Deutsche  will  be  rep- 
resented,  as  will  the  lawyers 
suing  them,  the  German  gov- 
ernment. and  the  US  State 
Department,  which  is  trying 
to  broker  a deaL 

Elan  Steinberg,  executive 
director  of  the  New  York- 
based  World  Jewish  Con- 
gress (WJC),  said  the  organi- 
sation would  recommend  “a 
moratorium  on  sanctions 
against  the  German  banks 
and  industries  for  the  next 
60  days”.  He  said  the  prohi- 
bition on  sanctions  would 


include  any  attempts  to 
block  the  merger. 

The  merger  requires  regu- 
latory clearances  from  the 
New  York  State  Banking 
Department  and  from  the 
federal  Reserve.  Both  would 
probably  be  needed  with  the 
next  60  days.  Mr  StembeTg 
said  this  was  a “reflection  on 
the  progress  that  bad  been 
made"  by  the  banks.  Israel 
Singer,  the  WJC's  secretary- 
general,  will  be  meeting 
senior  German  government 
officials  next  week,  as  the 
attempt  to  agree  a settle- 
ment gains  momentum. 

Last  June,  New  York's 
Banking  Department 
delayed  its  decision  on  the 
merger  of  UBS  with  Swiss 
Bank  Corporation,  which 
also  fhced  claims  from  Holo- 
caust survivors,  until  the 
WJC  recommended  that  it 
should  proceed. 

The  Swiss  banka  subse- 
quently reached  a gijffiha 
settlement  with  Holocaust 
survivors,  two  weeks  before 
a programme  of  sanctions  by 
Mr  Hevesi  was  due  to  begin. 
Mr  Steinberg  said:  “It  wasn't 
the  merger  threat  which 
brought  the  Swiss  banks  to 


Sweden 
leaves 
room  for 
tax  cuts 


By  Nicholas  George 
hi  Stockholm 


The  Swedish  government 
left  the  door  open  for  future 
tax  cuts  when  it  presented 
its  spring  budget  yesterday 
but  admitted  it  would  strug- 
gle to  meet  its  target  of  cut- 
ting “open  unemployment” 
to  4 per  cent  by  the  end  of 
2000. 

Describing  the  budget  as 
one  in  which  jobs  were  the 
most  important,  theme, 
Bosse  Ringholm,  finance 
minister,  presented  govern- 
ment forecasts  that  showed 
“open  unemployment"  well 
above  its  own  target,  at  5.6 
percent  in  300ft  Total  imem- 
ployinent,  which  includes 
those  on  government 
schemes,  is  significantly 
higher.. 

Oh  the  question  of  tax  cuts 
in  2000,  the  issue  that 
prompted  the  resignation  of 
his  predecessor,  Erik 
Asbriuk,  on  Monday,  Mr 
Ringholm  followed  the  line 
set  by  Gdran  Pexsson,  prime 
minister,  by  saying  he  was 
prepared  to  look  at  the  issue 
tWs  autumn. 

“Today  there  is.  no  room 
for  tax  cuts  before  2001  but  if 
it  transpires  that  there  is 
room  we  are  prepared  to 
return  With  a proposal  in 
this  autumn’s  budget 
round,”  Mr  Ringholm  said. 

On  the  back  of  buoyant 
public  finances  and  under 
pressure  hum  a Social  Dem- 
ocratic party  weary  of 
almost  five  years  of  financial 
austerity,  most  analysts 
expect  cuts  along  the  lines  of 
the  SKrl5bn-SKr20bn 
($LSbn-S2.4bnl  hinted  at  by 
Mr  Persson. 

The  budget  did  include 
extenti  ons  of  previously 
announced  minor  tax  cuts 
far  low  and  middle  income 
earners  but  there  were  also 
moves  to  increase  prescrip- 
tion medicine  oasts. 

Katharine  Hoyland,  an 
economist  with  JJ.  Morgan, 
said  the  budget  was  largely 
neutral  with  the  extent  of 
any  fiscal  easing  being  exag- 
gerated for  political  reasons.- 

She  said  Sweden  had  done 
a “phenomenal  job"  in 
cleaning  tip  its  public 
finances  but  now  it  was 
entering  a period  of  stability 
in  which  the  focus  would 
slowly  turn  to  tax  cuts,  prob- 
ably to  be  announced  this 
September.  “It  may  not  be 
the  full  $Kr20bn,-  probably 
something  half  way."  she 
said.  ’ 

. Mr  Ringholm  said  the  gov- 
ernment retained  its  goal  of 
-4  pat  cynt  “open  unemploy- 
ment” by  the  year  2000 
although  a weakening  of  the 
world. economy  bad  mate 
reaching  the  target  more  dif- 
ficult He  unveiled  grantsto. 
encourage  employers  to  hire 
the  long-term  unemployed 
and  said  more  job  measures 

would  be  taken  if  needed. 

At  the  height  of  its  crisis 
in  1993,  Sweden  had  a budget 
deficit  of  more  than  12  per. 
cent  of  gross  domestic  prod- 
uct Yesterday.  Mr  Ringhoto 
was  able  to  predict  a budget 
surplus  of  1.8  per 
GDP  In  1999  and  2.1  m 2QOO. 
Consolidated  public  debt  is 
forecast  to  drop  to.  67.6  per 
cent  of  GDP  this  year. 


Bail-out 
of  Czech 


groups 

agreed 


By  Robert  Anderson  in  Prague 


Editorial  Comment,  Pago  IS 


The  Czech  government 
yesterday  agreed  a plan  to 
take  several  struggling  pri- 
vate companies  back  under 
state  control  before  selling 
than  an  to  strategic  hives- 
ton,. 

Tie  .initiative  is  in 
response  to  fears  of  a wave 
of.  corporate,  insolvencies, 
which  could  prolong  the  cur- 
rent recession  and  further 
weaken  the  banking- sector. 
But  it  is  also  recognition  of 
the  failure  of  the  privatisa- 
tion programme  in  the  early 
1990s  through  issuing  vouch - 
ers  to  the  public. . 

WitMn  a month;  the  Social 
Democrat  government  will 
establish  a development 
agency,  led  by  a foreign 
adviser,  which  will  take 
charge  of  loans  made  to  up 
to  30  selected  companies  by 
state-controlled  banks.  - 

The  agency  win  take  con- 
trol of  the  indebted  compa- 
nies, typically  through  a 
debt-equity  swap,  then 
extend  or  guarantee  new 
working  capital  and  install 
professional  managers  who 
will  prepare  for  the  entry  of 
a strategic  investor,  - 

The  European  Bank  for 
Reconstruction  and  Develop- 
ment and  the  International 
Finance  Corporation,  the 
investment  arm-  of  the  World 
Rank,  have  already  indicated 
they  will  consider  participat- 
ing in  tedividual  projects.  - 

The  plan  is  an  attempt  to 
remedy  the  deteriorating 
performance  and  increasmg 
indebtedness  of  many  priva- 
tised companies.  The  method 
of  voucher  privatisation  left 
companies  without  strong 
majority  owners  who  could 
inject  new  capital  and  push 
management  to  restructure, 
and  instead  allowed  compa- 
nies to  drift  and  become  reli- 
ant on  soft  bank  loans. 

The  large  state-controlled 
hawks  have  already  cut  off 
credit  to  some  big  companies 
and  are  . likely  to  become 
even  stricter  when  they  are 
privatised  over  the  next 
year. 

Chemapol,  the  chemicals 
conglomerate,  was  forced 
into  insolvency  by  the  banks 
in  January,  and  several  big 
engineering  companies  such 
as  Skoda  Plzen  and  CKD  are 
also  feeing  grave  financial 
problems. 

The  government  hopes  its 
plan  wBQ  stabilise  the  com- 
panies, accelerate  restructur- 
ing and  attract  foreign  inves- 
tors, while  at  the  same  time 
improving  the  banks’  loan 
portfolios  ahead  of  privatisa- 
tion. However,  the  plan  has 
been  criticised  for  its  poten- 
tial cost  and  for  the  risk  that 
it  might  slow  rather  than 
accelerate  the  current  shake- 
out in  industry. 

The  plan  has  also. been 
delayed  because  of  a conflict 
between  Pavel  Mertlih.  an 
economist  appointed  deputy 
premier  for  economic  affeirs, 
and  Miroslav  Gregr,  industry 
minister  and.  a former  indus- 
trialist • 

“The  biggest -mistake  is 
that  we  have  been  discuss- 
ing for  half  a year  and  doing 
nothing,”  said  Kamfl  Jana- 

cek,  chief  economist  of 

Komercni  •Banka.'  which  will 
be  closely,  involved  in  the 
scheme. 


the  table  but  the  threat  of 
the  implementation  of  sanc- 
tions." Class  action  lawyers 
suing  . Deutsche  and'  other 
German  banks  have  clashed 
with  the  WJC  over  tactics  in 
recent  months.  They  have 
asked  the  Fed  to  take  Deut- 
sche’s record  on  the  Holo- 
caust. into  account  when 
deciding  on  the  merger.  : 

The  plaintifisMawyers  also. 
Seem  nnTUraly  to  stren- 
uous attempts  to  prevent  the 
merger,  indicating  they  are 
broadly  confident  that  the 
current  talks  will  lead  to  . a 
fair  settlement.-' " 

However,  other  campaign- 
ers on  the  issue  made  dear 
that  they  will  continue  the 
pressure  on  Deutsche  and 
other  German  companies. 

Earlier  this  month,  a new 
lawsuit  was  brought. against 
the  banks  by  the  Los 
Angeles-based  Simon  Wie- 
senthal  Centre  under  Cali- 
fornian state  law.  Gray 
Davis,  the  Democrat  who 
was  elected  last  year  as  the 
state's  governor,  joined  the 
lawsuit  as  a private  citizen. 

The  move  was  intended  by 
campaigners  to  force  the 
banks  to  address  the  issues 


Alan  Hevesi:  said  fast  year  merger  should  not  proceed 


Reuters 


raised  by  lawyers,  as  well  as 
focus  on  the  government 
negotiations.  . 

Rabbi  Abraham  Cooper  of 
the  Simon  WIesenthal  Cen- 
tre. said:  “Now  that  we  have 
a true  world  economy,  those 
of  us  involved  in  human 
rights  are  mote  empowered. 
Our  hope  is  that  this  will 
indicate  to  the  banks  and 


the  other  firms  that  they 
must  move  quickly  and 
fairly  to  get  some  relief  for 
the  victims  who  are  still 
alive.”  He  said  Californian 
law  made  it  easier  for  corpo- 
rations to  be  held  account- 
able for  past  unfair  prac- 
tices. 
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DaimlerChrysIer  denies 
competition  breach 


By  Uta  Hamfechfeger 
b>  Frankfurt  and 
Emma  Tucfcar  In  Brussels 


The  shares  of 
DaimlerChrysIer,  the  US- 
German  carmaker,  fell 
almost  2 per  cent  yesterday 
after  it  became  known  that 
the  automotive  group  may 
have  to  pay  stiff  fines  for 
breaching  European  Union 
competition  laws. 

The  company  confirmed 
that  the  EU  had  opened  legal 
proceedings  against  it  but 
said  it  was  confident  that  it 
could  refute  all  allegations. 

The  company  has  two 
months  to  answer  European 

Commission  allegations  that 

it  ordered  , dealers  in  Ger- 
many, Belgium,  the  Nether- 
lands and  Spain  not  to  sell 
cars  to  consumers  from 
other  member  states  - a 
breach  of  the  single  market 

A Commission  spokesman 
said  that  between  1985  and 
1996,  DaimlerChrysIer  sent 
circulars  to  dealers  telling 
them  not  to  sell  to  foreigners 
from  outside  their  territo- 
ries. Dealers  who  did  not  fol- 
low the  advice  risked  being 
charged  extra  fees  for  the 
cars  sold.  The  company  Is 
also  accused  of  trying  to  pre- 
vent competition  between 
dealers  In  Germany  for  big 


orders,  including  fleets  of 
corporate  cars  and  taxis. 

If  found  culpable,  Daimler- 
ChrysIer faces  a fine  of  up  to 
10  per  cent  of  worldwide 
turnover.  The  size  of  the  fine 
would  depend  on  the  gravity 
of  Daimler’s  alleged  misde- 
meanours as  well  as  their 
duration.  Last  year  Volkswa- 
gen was  fined  €l02m  ($UDm) 
for  similar  offences,  the  big- 
gest penalty  imposed  by  the 
Commission  on  a company. 
Volkswagen  challenged  the 
fine  in  the  European  court; 
the  outcome  is  still  pending. 

Under  special  competition 
rules  that  apply  to  the  Euro- 
pean car  sector,  manufactur- 
ers can  sell  their  cars 
through  exclusive  networks 
of  authorised  dealers  but 
cannot  refuse  to  sell  to  indi- 
viduals or  companies  acting 
on  behalf  of  individuals  who 
take  advantage  of  the  single 
market  to  shop  around  for 
the  best  prices. 

Regular  surveys  by  the 
Commission  show  that  car 
prices  vary  by  as  much  as  40 
per  cent  between  the  15  EU 
member  states,  in  spite  of 
the  single  market 

“We  only  just  received  the 
allegations  and  we  cannot 
say  anything  precise  regard- 
ing [themir  the  company 
said.  “But  we  have  always 


worked  together  with  the 
Commission  in  the  certainty 
that  we  never  advised  deal- 
ers not  to  sell  to  non- 
residents." 

The  decision  to  open  a for- 
mal case  against  Daimler- 
ChrysIer caps  a two-year 
Commission  investigation, 
which  included  raids  at  the 
headquarters  of  Mercedes- 
Benz,  now  a member  of  the 
DaimlerChrysIer  group.  In 
Stuttgart,  Germany,  and  in 
subsidiaries  in  Belgium,  the 
Netherlands  and  Spain.  . - 

Months  before,  the  Com- 
mission also  raided  the 
premises  of  General  Motor’s 
Opel  subsidiaries  in  the 
Netherlands,  Belgium  and 
Germany  in  relation  to  simi- 
lar infringements.  The 
spokesman  said  the  Commis- 
sion was  stiJI  probing  the 
case  and  would  not  say 
when  a formal  statement  of 
objections  might  be  sent, 
Opel  yesterday . confirmed 
that  the  Commission  had 
raided  one  of  its  offices  in 
the  Netherlands  in  Decem- 
ber 1996,  but  that  the  car- 
maker  had  not  heard  any- 
thing since. 

DaimlerChrysIer  shares 
ended  €1.70  down  at  €90.25. 
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In  Taiwan,  we  awarded  a Symbol  of  Excellence 
so  you  wouldn't  be  all  at  sea. 


Garmin's  mission  is  to  stop  you  getting  lost.  Since  1990 
they  have  sold  over  a million  Global  Positioning  Systems 
to  pilots  af  sea,  in  the  air,  or  on  the  ground. 


The  GPS  tn  Pilot  from  Garmln  offers  two  way  display 
and  complete  mapping  details,  yeiit  fits  in  the  palm 
of  your  hand. 


By  innovative  design  and  manufacturing  techniques  they 
have  also  found  a way  to  provide  these  navigators  at  a 
cost  you  can  afford.  Innovalue,  we  call  it. 


To  find  the  best  Taiwan  has  to  offer,  always  look  for  the 
Symbol  of  Excellence.  Or,  if  you  want  to  source,  design 
or  manufacture  here,  reach  us  by  fax,  email  or  the  Internet. 


I TAT ’WAN.  Your  Source  for  1 

J 

NNO 

Fa*:  W5-2-271V5407  E-Mail:  hup://innovaluexaia.a^.tw 
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CRISIS  PRESIDENT  INSISTS  POPULARLY-ELECTED  ASSEMBLY  SHOULD  DISSOLVE  BOTH  CONGRESS  AND  SUPREME  COURT 


Chavez  pledges  to  abide  by  constitution 


By  Raymond  Cofitt 
in  Caracas 


Hugo  Chavez.  Venezuela's 
president,  has  pledged  to 
abide  by  constitutional  rule 
in  his  confrontation  with 
Congress  and  the  Supreme 
Court  but  insisted  that  a 
popularly- elected  assembly 
that  Is  to  convene  in  July 
should  dissolve  both. 

His  assurances,  in  a 
nationally  televised  press 
conference,  helped  ease  the 
immediate  political  tension 


of  recent  days  but  held  out 
the  prospects  of  a deeper, 
prolonged  constitutional  cri- 
sis in  coming  months. 

Mr  Chavez  said  he  would 
resist  calls  to  dissolve  Con- 
gress or  impose  a state  of 
emergency  to  obtain  special 
powers  enabling  btm  to 
tackle  the  country's  daunt- 
ing economic  challenges  and 
implement  state  reform. 

uWe  will  win  this  battle 
against  our  enemies  with 
their  own  laws  with  their 
own  rules  of  the  game,  and 


in  their  own  terrain,"  he 
said. 

Hundreds  of  Chavez  sup- 
porters continued  their  pro- 
test outside  Congress  yester- 
day, demanding  its 
dissolution. 

Yet  Mr  Chavez  Insisted 
that  a popularly-elected  con- 
stituent assembly  to  be  con- 
vened, pending  a plebiscite 
later  this  month,  should 
eliminate  not  only  the  cur- 
rent constitution  but  also  its 
institutional  powers. 

Despite  a Supreme  Court 


decision  un  Tuesday  that 
Implied  the  assembly  did  not 
have  such  powers.  Mr 
Cbavez  insisted  that  "the 
constituent  assembly  will 
decide  (its  own  limitations] 
when  it  convenes". 

He  said  all  public  institu 
tions  required  new  legiti- 
macy. 

“The  constituent  assembly 
should  dissolve  Congress 
and  - I add  - the  Supreme 
Court,  to  give  birth  to  a new 
country.'' 

Mr  Chavez  insisted  on  the 


democratic  and  peaceful 
nature  of  this  far-reaching 
reform  process.  “For  far  less 
than  this,  other  countries 
have  gone  to  a fraternal  war 
for  a decade. 

‘ What  tyrant,  what  dicta- 
tor. calls  his  people  to  a ref- 
erendum," he  said  in 
response  to  accusations  of 
aut  hori  tarianism . 

Yet  despite  his  pledge  to 
remain  within  a democratic 
framework,  investors  are 
concerned  about  the  pros- 
pects of  the  return  of  a con- 


stitutional crisis. 

"The  president  has  simply 
postponed  the  crisis  until 
July."  says  Luis  Henrique 
Ball,  a prominent  business 
leader. 

Then  it  will  be  the  constit- 
uent assembly  instead  of  the 
president  vying  for  power 
with  the  Supreme  Court  and 
Congress,  be  suggested. 

“It  confirms  investors 
worst  fears  because  it  means 
at  least  one  year  of  ongoing 
political  uncertainty.’’  he 
said. 


Democracy:  a fragile  plant  in  strongmen:  are  they  making  a comeback? 

Latin  America’s  political  jungle 

Banzer  and  Fujimori  have  revived  fears  of  a fresh  authoritarian 
trend,  reports  Richard  Lapper,  Latin  America  Editor  j 


President  Hugo  Chavez's 
threats  to  dissolve  the 
Venezuelan  Congress 
and  ignore  the  country's 
supreme  court  have  provided 
a reminder  that  democracy 
is  still  fragile  in  many  parts 
of  Latin  America. 

Although  elected  politi- 
cians are  in  power  every- 
where In  the  region,  demo- 
cratic institutions  and  the 
rule  of  law  are  tar  from  con- 
solidated. Strongmen  such 
as  Mr  Chavez  retain  their 
appeal  in  many  countries. 

Peru's  President  Alberto 
Fujimori,  who  dissolved  Con- 
gress In  1992,  is  the  most 
obvious  example  of  a new 
authoritarian  trend.  But  in 
several  other  smaller  and 
economically  weaker  coun- 
tries old-style  caudillos  are 
popular.  General  Hugo  Ban- 
zer, who  led  a military  gov- 
ernment in  Bolivia  in  the 
1970s,  was  voted  back  into 
office  last  year. 

Paraguay’s  General  Lino 
Oviedo,  another  populist 
hardman,  would  have  almost 
certainly  followed  suit  had 
he  been  allowed  to  run. 

“Fujimori  gave  a lot  of 
other  Latin  American  lead- 
ers ideas ...  in  1992,”  says 
Elizabeth  Joyce,  an  associate 
with  the  Madrid-based  Insti- 
tute for  Enropean-Latln 
American  Relations  (Irela). 
“It  is  the  same  with 
Chavez.” 

Underpinning  the  attrac- 
tion is  growing  popular  disil- 


lusionment with  established 
political  institutions  and  par- 
ties. and  in  many  countries  a 
collapse  in  faith  in  the  legal 
system. 

In  the  run  up  to  Mr  Fuji- 
mori's dissolution  of  Con- 
gress seven  years  ago,  the 
traditional  parties  that  domi- 
nated Peru's  Congress  sys- 
tematically thwarted  the 
new  President's  efforts  to 
introduce  economic  reform 
and  tackle  a growing  social 

Democratic 
institutions  and 
the  rule  of  law 
are  far  from 
consolidated 


crisis. 

President  Chdvez  has 
clashed  with  Venezuela's 
Congress  partly  because  he 
claims  the  majority  tradi- 
tional parties  are  not 
responding  fast  enough  to 
the  country's  deep  economic 
crisis.  He  has  argued  that 
the  political  and  judicial  sys- 
tem is  riddled  with  ineffi- 
ciency and  corruption. 

George  Philip,  reader  in 
Latin  American  politics  at 
the  London  School  of  Eco- 
nomics. argues  that  the 
evaporation  of  public  confi- 
dence in  Peruvian  and  Ven- 


ezuelan institutions  contrib- 
uted to  the  emergence  of 
authoritarianism. 

In  a recent  Venezuelan 
poll.  48  per  cent  of  respon- 
dents agreed  that  the  coun- 
try's Congress  should  be  dis- 
solved, while  only  43  per 
cent  are  against  such  a 
move. 

“There  was  significant  offi- 
cial lawlessness,  a rigged 
political  system,  patronage 
and  non-compliance  with  the 
law  by  congressmen.”  says 
Mr  Philip.  “The  electorate 
felt  that  anything  was  better 
than  that.  1 have  never  seen 
such  a rejection  of  estab- 
lished political  parties." 

“The  old  institutions  were 
exhausted  in  Peru  and  Vene- 
zuela," says  Ms  Joyce. 

Confidence  in  institutions 
is  also  at  a low  ebb  in  Col- 
ombia, where  the  influence 
of  the  drugs  trade  has  con- 
tributed to  the  decline. 
Authoritarians  have  yet  to 
gain  the  same  political  prom- 
inence - Harold  Bedoya,  a 
former  general  who  advo- 
cated a draconian  crack- 
down on  endemic  political 
violence,  won  less  than  2 per 
cent  of  the  votes  in  last 
year's  presidential  elections. 
Even  so  left-wing  guerrillas 
and  right-wing  paramili- 
taries control  large  chunks 
of  the  country’s  territory. 

The  caudillos  however,  are 
not  having  matters  all  their 
own  way.  Indeed  in  many 
ways.  Latin  America  has 


Banzer:  BoMa 

Led  military  regime  1971-7B  accused 
of  numnous  human  rights  abuans 
Beefed  president  last  year 
Record  a t hfe  previous  regime  under 
increasing  fine  at  tone  and  abroad 


managed  to  break  with  its 
militaristic  past 

In  the  southern  cone  of 
Argentina.  Chile  and  Uru- 
guay, as  well  as  in  Brazil, 
democracy  has  been  consoli- 
dated since  the  end  of  mili- 
tary rule  in  the  1980s. 

These  governments  are 
exercising  more  pressure  on 
their  neighbours  and  played 
an  important  part  in  defus- 
ing the  recent  tensions  in 
Paraguay,  when  President 
Raul  Cubas  - an  ally  of  Mr 
Oviedo  - resigned. 

Argentina.  Brazil  and  Uru- 


Hugo  Cbavez;  Venezuela 
Led  unsuccesshi  mitary  coup  In  1992 
Elected  president  last  year 
Theatens  state  d emergency  to 
overcome  opposftkm  to  economic  plans 
Threatens  to  (festive  Congress 
and  Supreme  Court 

guay  warned  they  would 
suspend  Paraguay  from 
membership  of  Mercosur, 
the  South  American  com- 
mon market,  if  the  army 
intervened  in  the  political 
crisis. 

Mr  Philip  talks  about  a 
“bifurcation"  of  Latin  Amer- 
ica with  the  strengthening  of 
the  rule  of  law  in  the 
southern  cone  contrasting 
with  the  "illiberalisation”  in 
many  other  countries. 

Even  In  the  troubled 
Andes,  there  are  many  posi- 
tive signs.  Ecuador's  Presi- 


ABnrto  FnpaurtFern 
Closed  Congress  and 
suspended  constitution  in  1992 
Re-elected  as  president  to  1995 
Mew  togtatetora,  amtrcVed 
by  the  president 
Pressures  top  Judges  to  radon 

dent  .Tamil  Mahnad  has  pre- 
ferred to  negotiate  with  Con- 
gress about  controversial 
economic  austerity  mea- 
sures, rather  than  ignore  or 
circumvent  opposition. 

In  spite  of  tire  region's  eco- 
nomic difficulties,  the  armed 
forces  have  so  far  avoided 
the  temptation  to  intervene. 
“Twenty-five  years  ago  the 
military  would  have  come 
In.  Now  It  can’t  because  the 
Americans  won't  let  it  and 
because  ordinary  people 
want  democracy,  Mr  Philip 
says." 


as# 


Government  of  India  (GOI) 
Ministry  of  Food  Processing  Industries 

Privatisation  of  Modem  Food  Industries  (India)  Limited  (MFIL) 


This  announcement  is  neither  a prospectus  nor  an  offer  or  invitation  for  sale  to  the  public  of  shares,  securities 
or  debentures. 

EXPRESSION  OF  INTEREST 

Government  of  India  (GOI),  as  a part  of  its  disinvestment  programme  concerning  various  Government  owned 
companies,  wishes  to  sell  up  to  74%  of  the  share  capital  of  MFIL  to  a strategic  investor,  and  to  transfer 
operational  control  to  manage  the  affairs  of  MFIL  to  such  investor. 

MFIL  is  engaged  in  the  manufacture  and  marketing  of  bakery  products  like  breads,  buns  and  cakes 
and  supplementary  nutritional  foods  in  India.  With  a capacity  to  manufacture  around  268  million  standard 
loaves  of  bread  per  annum,  MFIL  is  the  largest  bread  manufacturing  company  in  India.  MFIL  currently  operates 
14  bread  manufacturing  facilities  across  India  and  has  a countrywide  distribution  system.  During  the  financial 
year  ended  31st  March  1998,  MFIL  had  a turnover  of  Rs.  1815  million  and  as  on  31st  March  1998,  had  a 
networth  of  Rs.  374  million. 

Companies  and  business  organisations  interested  in  participating  in  the  privatisation  of  MFIL  ("interested 
parties”)  may  apply  to  either  of  the  undermentioned  persons  for  a Request  for  Qualification  (“RFQ”). 


Pramod  Kumar 
Assistant  Director 
Global  Corporate  Finance 
ANZ  investment  Bank 
Mercantile  House 
15.  Kasturba  Gandhi  Marg, 

New  Delhi-110  001,  India. 

Tel : 91  1 1 375  5152, 372  1233 
Fax : 91  11  372  1246,  372  1230 
e-mail : pramod2@anz.com 


Mark  Patterson 
Director  & Head 
Global  Corporate  Finance 
ANZ  Investment  Bank 
Minerva  House, 

7 Mountague  Close 
London  SE 1 9DH.  UK 
Tel:  44 171  378  2902 
Fax:  44 171  3782909 
e-mail : pattersm@anz.com 


Sealed  bids  containing  Expression  of  Interest  (EOls)  must  be  submitted  by  interested  parties,  together  with 
all  information  requested  in  the  RFQ  by  no  later  than  May  21  st,  1 999. 

Companies/consortia  which  are  qualified  by  the  Ministry  of  Food  Processing  Industries  ('Ministry1),  GOI  will 
subsequently  be  provided  with  a Bid  Pack  containing  a Request  for  Proposals,  an  Information  Memorandum, 
the  previous  3 years'  audited  Annual  Reports  of  MFIL  and  other  information. 

Joint  Secretary 

Ministry  of  Food  Processing  industries 
Government  of  India 

A brief  profile  of  MFIL  can  be  accessed  at  the  site : www.nic.in/mofpi 

This  advertisement  constitutes  no  fo/m  of  commitment  on  the  part  of  the  Ministry  olher  than  to  supply  an  RFO  to  interested  parties 
which  request  tor  the  same.  Furthermore,  this  advertisement  confers  neither  the  right  nor  an  expectation  on  any  party  to  participate 
in  the  privatisation  process.  The  Ministry  reserves  the  right  to  withdraw  from  the  process  or  any  part  thereof  or  to  varyany  of  its  terra' 
at  any  time  without  giving  any  reason. 


Starr  call 
to  scrap 
special 
counsel 
statute 


By  Ddborah  McGregor 
in  Washington 


NEWS  DIGEST 


EX-VICE  PRESIDENT  PLEDGES  INTEBRITY  f 

Quayle  formally  launches 
campaign  for  White  House 

Former  vice-president  Dan  Quayle  yesterday  formally- 
launched  his  presidential,  campaign  by  pledging  to  restore 
integrity  and  responsibility  to  the  White  Rouse  hi  20Q1 . 

“The  time  has  come  to  resetthe  moral  compass,"  Mr 
Quayle  said.  “We  must  not  stand  by  and  let  our  values,  be 
trashed."  In  his  first  bid  for  elective  office  since  President ' , 

Bill  Cfinton  toppled  the  George  Bush-Dan  Quayle  ticket  sbc 
years  ago,  the  former  Indiana  senator  sou^rt  to  attack  At . 

Gore  - the  potential  Democratic  nominee  who  succeeded 
Mr  Quayle  as  vice  president 

He  derided  Mr  Gore  for  being  the  president's  chief 
defender  during  the  impeachment  saga,  accusing  the  pair 
of  showing  “contempt  for  the  values  parents  try  to  teach 
their  children". 

Mr  Quayle  also  promoted  hfe  proposed  30  per  cent  - - 
across-the-board  tax  cut,  billing  it  as  a boon  to  middle-in- 
come  families.  And  he  portrayed  himself  as  the  best  quali- 
fied potential  commander-in-chief,  recalling  his  participa- 
tion in  White  House  war  councils  and  his  service  on 
foreign  policy  committees  in  the  House  and  Senate. 

AP,  Huntington,  liKfiana 

RIFT  OVER  CORRUPTION  ALLEGATIONS 


Peru  cabinet  resigns 

The  Peruvian  cabinet  has  resigned  amid  a rift  over  corrup- 
tion allegations  brought  by  Jorge  Mufarech,  the  labour 
minister,  against  customs  officials. 

Just  three  months  after  a big  ministerial  reshuffle,  the 
expected  replacement  of  four  cabinet  ministers  indicates 
that  Alberto  Fujimori,  the  president,  has  failed  to  find  the 
right  team  to  enhance  his  chances  of  re-election  next  year. 
Critics  say  his  decision  in  January  to  include  eight  new 
ministers,  who  were  mostly  politically  untried  technocrats, 
has  backfired.  Mr  Mufarech,  an  industrialist,  triggered  the 
rift  with  allegations  against  the  customs  authority,  Sunad,. 
and  the  private  agencies  that  oversee  Peruvian  Imports. 

Mr  Mufarech  denounced  the  lack  of  action  against 
gangs  smuggling  contraband  into  Peru  and  claimed  there 
was  a “family  Mafia"  working  within  the  customs  authority. 

The  allegations  were  challenged  by  leading  members  of 
Mr  Fujimori’s  ruling  Cambio  90-Nueva  Mayoria  alliance 
who  called  on  Mr  Mufarech  to  substantiate  his  allegations. 
Jane  Holfigan,  Lima 


GROWTH  BOOSTED  JY  STOCK  BUILD-UP 

US  business  inventories  rise 

US  businesses  increased  stocks  of  goods  more  vigorously 
than  anticipated  in  February  to  meet  strong  demand,  the 
Commerce  Department  reported  yesterday.  The  value  of 
total  inventories  at  retailers,  wholesalers  and  manufactur- 
ers increased  0.4  per  cent  to  a seasonally  adjusted 
SI, 091  bn  after  being  unchanged  in  January. 

Wall  Street  economists  forecast  a 0 2 per  cent  rise  In 
February  inventories  and  Implied  first  quarter  economic 
growth  was  getting  a boost  from  the  goods  build-up. 

Sales  in  February  climbed  0.9  per  cent  to  a seasonally 
adjusted  $799-27bn,  after  a 0.2  per  cent  fall.  Vehicle  inven- 
tories rose  in  February  by  1 .4  per  cent  to  $94.78bn  after  a 
0.6  per  cent  rise  in  January.  Reuters,  Washington 


US  SAVINGS 


Kenneth  Starr  said 
yesterday  that  the  indepen 
dent  counsel  statute  that 
empowered  him  should  not 
be  renewed,  adding  an  unex- 
pected new  voice  ■ to  the 
growing  chorus  of  those  wfio 
believe  the  law  should  be 
scrapped. 

In  an  often  defensive  pre- 
sentation to  Congress,  Mr 
Starr  argued  that  the  stat- 
ute, and  not  he.  was  to 
blame  for  a process  that 
often  seemed  to  veer  out  of 
control,  beginning  with  the 
investigation  of  a Tailed 
Arkansas  land  deal  arid  end- 
ing up  nearly  sinking  a pres- 
ident. 

He  struck  an  “I  was  only 
doing  my  job"  stance  'to 
counter  criticism  that  his 
investigation  had  been 
tainted  by  his  Republican 
roots  and  aggressive  tactics 
Of  his  prosecutors  in  pursu- 
ing President  Bill  Clinton's 
affair  with  Monica  Lewin- 
sky. 

‘A  duly  authorised  federal 
law  enforcement  investiga- 
tion came  to  be  character- 
ised as  yet  another  political 
game,"  Mr  Starr  .told  the 
Senate  governmental  affairs 
committee.  "Law  became 
politics  by  other  means." 

Mr  Starr's  remarks  ramp 
as  the  Justice  Department 
was  conducting  its  own 
inquiry  into  his  four-year,'- 
$46m  investigation,  weighing- 
any 'grounds  for  Mr  Starr's 
removal. 

His  office  Is  still  pursuing 
cases  related  to  the  original 
Whitewater  land  deal  refer- 
ral, though  earlier  this  week 
his  efforts  suffered  a setback 
when. a federal  jury  acquit- 
ted Susan  McDougal.  a lead- 
ing Whitewater  figure  loyal 
to  the  Clintons.'  on  obstruct 
tiota  of  justice  charges. 

Declaring  the  independent 
counsel  statute  to  be. "struc- 
turally unsound".  Sir  Starr 
said  ft  tried  to  “cram  : a 
fourth  branch  of  government 
into  our  three-branch  sys- 
tem." 


$300  tax  credit  plan 


Millions  of  working  Americans  would  be  eligible  for  $300' in 
tax  credits  to  encourage  savings  in  new  personal  invest-"- 
ment  accounts  for  retirement  under  a Clinton  administra- 
tion plan  announced  yesterday.  j 

An  administration  official  said  the  tong-awaited  plan  " 
would  provide  an  annual  tax  credit  of  $300  for  wotkers  to  . 
invest  in  a personal  savings  account  similar  to  the  401  (k) : 
plans  that  many  businesses  offer  their  workers.  ' ' 

In  addition,  up  to  $700  would  be  provided  as  a govern-; 
ment  match  to  money  workers  save  on  their  own. 

The  plan  is  targeted  at  low  and  middle  income  workers  - 
and  the -government  matching  money  for  own  savings' 
would  start  to  be  phased  out  at  household  incomes  - • -I-  • 
around  $40,000.  AP,  Washington 


Fearful  citizens 
buy  guns  for 
Y2000  worst 


By  Andrew  Edgecfiffe- Johnson 
in  New  York 


A small  but  significant 
portion  of  the  American  pub- 
lic has  more  fundamental 
concerns  about  the  approach 
of  the  year  2000  than 
whether  their  personal  com- 
puter will  still  work  on  New 
Year’s  Day. 

While  corporate  America 
is  spending  millions  to 
tackle  the  so-called  Y2K 
issue,  gun  dealers  around 
the  country  are  reporting  a 
sharp  increase  in  sales,  and 
saying  that  concerned  citi- 
zens are  planning  for  the 
worst. 

Larry  Hyatt,  manager  of 
Hyatt  Gun  Shop  in . Char- 
lotte, North  Carolina,  esti- 
mates that  his  sales  are  up 
more  than  20  per  cent  since 
the  start  of  the  year. 

Many  of  Mr  Hyatt's  cus- 
tomers are  concerned  that  If 
computer  systems  fall, 
power  cuts  could  leave  the 
emergency  services  too 
strained  to-be  able  to  protect 
them.  : "The  barbarians 
would  come  out  quickly,”  he 
declares. 

’A  lot  of  the  buyers  are 
spending  $700-$800  a time. 
This  is  middle  and  upper- 
middle  class  buying”, 

. Millennial ' self-preserva- 
tion- become  a popular 
theme  on  gun-related  inter- 
net message  boards,  but 
some  Wall  Street  analysts 
‘are;  also  taking,  the  trend 
seriously.  : 

' David  Guthrie  qf  Morgan 
Keegan.said  that  some  of  the 
dealers  he  monitored  had 
reported  sales  increases1  of 
2030  per  cent 


■ Such  figures  may  be  exag- 
gerated by  the  fact  that  Y2K 
fears  have  coincided  with. -a 
spate  of  litigation  against  US' 
gun  manufacturers. 

Some  gun-lovers  are  con- 
cerned that  the  courts  could 
crack  down  on  arms  owner- 
ship, Mr  Guthrie  said.  “They 
are  thinking,  Td  better  buy 
one  while  I've  got  the 
chance'.”  ; 

Ross  Null,  the  -manager  of 
a big  Atlanta  gun  dealer 
called  Candler's,  skid  that 
panic  buying  was  nothing 
new.  Before  the  introduction 
of  the  1994  Brady  law,"  which 
restricted  gun  buying;  he- 
witnessed  a surge  in  ^ 
The  Sporting  Arms,  and 
Ammunition  Manufacturers^ 
Institute  said  that  .reliable 
figures  had  yet  to  be'  ctatf; 
piled  for  this  yearis  sales.;v 
“Obviously, . there’s  J Kf' 
ment  of  the  gun-dawning  pakK 
tic  that’s  very  concerned', 
about  the  issue,"  a'.spake£? 
man  said,  but  the  institute' 
attributed  much  of. the'  fist 
to  the  popularity  of  sfiootihg 
sports.  ~ 

However,  Mr  Hyaft  .^5 
that  the  strongest  sales  fwF 
been  for  the  kind -of  reliable: 

weapons  used  by  the--  police" 

and  military,  rather  than'  for- 
hunting  or  collectors'  gunfitt 
His  store  would'  employ' 
anned  guards  over,  the  Net* 
Year  in  case  power  cuts 
caused  the  burglar  alarms  to  -. 

malfunction. 

Mr  Null  was  cautious.’ . 
about  millennial  alarmikm:. 

“1  know,  a few  people -that 

are  ready  to  go,  but  Hell,  the-: 
doom  and  gloom  era  are- 
always  going  to  Be  out 
there.” 


0 


5 


ty*\ 


FINANCIAL  TIMES  THURSDAY  APRIL  I 


5 1999 


'******** 

,a%  launtw 


' ' k ^HSATlQjj 
**  r r*  c 


inventories  rise 


INTERNATIONAL 

>MMmi  ••■MHIHtl  ■■■■•■IlMIM  at,  HIM  ■■*«■■•••*•  «»»..  . mmm  >«•  »•  «M..  ■■  •»•»«  MM*  »«»•  ■ f...  * 

COMPANIES,  GOVERNMENT  AND -ACADEMICS  TO  COLLABORATE  IN  $45m  PROJECT 

♦ Scientists  combine  in 


bid  to  crack  gene  code 


ByDntt  PBngjn  London 

The  DNA  of  40  people  from 
aroond  the  world  is  to  be 
““apped'  ln  a global  effort 
to  determine  bow  infinitesi- 
mal modifications  in  the 
genetic  code  underlie  the 
basic  differences  between 
individuals. 

The  two-year  $45m  project, 
announced  today,  is  a collab- 
oration between  academia 
and  industry.  It  could  have 
tremendous  value  for  medi- 
cine, enabling  doctors  to 
"individualise"  therapies  by 
adapting  them  to  nt  a 
patient’s  unique  genetic  pro- 
file. 

The  “genetic  road  map", 
which  wifi  be  made  freely 
available  to  researchers 
worldwide,  is  being  funded 
by  the  WeHcome  Trust,  the 
UK-based  research  charity, 
and  by  10  US. and  European 
pharmaceutical  companies. 

Unusually,  pharmaceutical 
companies  have  agreed  to 
work  together  by  treating 
the  genetic  information  as 
“pre-competitive”  - data 
they  can  share  with  each 
other  and  the  world  at  large. 

This  is  partly  to  sidestep 
any  ethical  or  anti-trust 
issues  related  to  “owning” 
the  human  blueprint  It  also 
reflects  their  concerns  that 


smaller  bio  technology  com- 
panies, such  as  Genset  of 
France,  may  patent  -the 
infoimafion  before  they  can 
get  to  it  By  combining  their 
considerable  muscle  they 
hope  to  squash  the  oppoetioa 
-•  or  at  least  level  the 
playing  field. 

“This  sets  a paradigm 
going  into  the  future  of 
co-operation  betweenpri vate 
organisations,  public  organi- 
sations and  the  govern- 
ment...without  duplication 
of  effort,”  said  Arthur 
Holden,  chairman  of  the  con- 
' sortium.  Hie  Information 
would  be  “freely  available  to 
all  academic  institutions, 
large  or  small". 


The  $45m  - of  which  Well-  disease. 


letters”  - strung  out  in  3bn 
pairs  along  every  strand  of 
DNA  ; But  unlike  that 
research,  which  will  by  next 
year  produce  a draft  map  of 
the  archetypal  human,  the 
new  consortium  win-  concen- 
trate on  what  maikpa  people 

different 

The  DNA  of  any  . two 
humans  is  normally  993  per 
cent  identical.  But  about  one 
in : every  1,000  nucleotides 
along  the  DNA  strand  are 
different  - instead  of  an  .A, , 
for  example,  there  may  be  a 
T or  a ft  That  could  have  no 
effect  whatsoever,  ft  might 
be  implicated  in  eye  orhpir 
colour,  or  it  could  set  off  a 

momria  of  avunlB  ending  in 


come  is  putting  up  fl4in  - . 
will  fund  researchers  at  five 
academic  institutions  to  ere- 


Stogtexmdeotkle  polymor- 
phisms <SNPS),  as  they  are 
called,  are  also  extremely 


Wataoiv  MV  and  Crick  plctund  In  1963  wBh  thalr  model  of  th«  DNA  motacuto  Scarce  Photo  Library 


ate  a high-resolution  map  of  effective  genetic  markers, 
the  human  genome,  the  con-  Hfca  flashing,  wgfrty . along  *» 


plete  set  of  genetic  instruc- 
tions contained  in  fire  DNA 
of  every  human  ceR  - 
The  project  is  the  latest 
step  in  decoding  DNA,  the 
double-helix  structure  of 
which  was  discovered  by 
James  Watson  and  Francis 
Crick  in  1958.  It  bunds  an 
the  Human.  Genome  Project, 
an  international  effort  to 
spell  out  the  A,  C.  G and  T 
nucleotides  - or  “chemical 


strand  of  DNA.  They  should 
giwh|p  «ntontiff|«  to  houieliz 
on  areas  of  interest  - espe- 
cially genes  implicated  in 
specific  diseases.  \ 

The  consortium  hopes  to 
create  a “snip"  map  with 
150,000  signposts.  This  would 
then  be  compered  with  DNA 
samples,  say.  of  a population 
gmnp  with  asthtna,  in  order 
to  see  if  they  shared  gfipflar 
genetic  variations.  One  sci- 


entist says  it  is  Eke  laying  a 

standard  ladder  nvgr  finrrfhar 

as  a method  of  identifying 
which  rungs  are  out  of  kil- 
ter. Paul  Herrilng,  bead  of 
research  at  Novartis,  a Swiss 
pharmaceutical  company 
a»d  ftrie  of  the  consortium 
members,  says  drug  compa- 
nies win  use  the  “strip”  map 
to  search  for  genes  and  their 
function.  Membership  of  the 
ixmsorttum.  he  would 
not  prevent  companies  from 
patenting  an  individual  gene 
- common  practice  In  the 


Ufa  flffiepnft  industry. 

The  map  may  also  help 
companies  design  drugs  to 
combat  subsets  of  diseases 
that  are  today  regarded  as  a 
single  condition,  ^ as  Alz- 
heimer’s or  cancer,  he  said. 
By  unmasking  the  genetic 

lmrim-pintrings  of  a diW^aBft, 

rather  than  its  mere  symp- 
toms, scientists  should  be 
able  to  target  treatment 
more  effectively. 

Dr  Herrilng  said  know- 
ledge of  genetic  predisposi- 
tion could  revolutionise  med- 


icine. Diseases  are  usually 
caused  by  a combination  of 
genetic  and  environmental 
factors,  hut  it  is  not  always 
easy  to  identify  - or  modify 
— fht>  environment. 

The  discovery  that  sailors 
who  ate  lemons  did  not  con- 
tract scurvy  was  relatively 
straightforward,  said  Dr 
HerrUng.  But  in  many  dis- 
eases, it  was  more  difficult 
identify  the  particular 
“lemon”  involved.  It  might 
well  be  easier  to  go  straight 
for  the  genetic  root  cause. 


NAZARETH  DISPUTE  PATRIARCHS  TO  CLOSE  CHURCHES  UNLESS  GOVERNMENT  INTERVENES 


Israel’s  Christians  threaten  church  protest 


By  Jody  Dempsey  hi  Jerusalem 

Israel’s  three  Christian 
Patriarchs  have  threatened 
to  dose  all  their  churches  in. 
Israel  indefinitely  if  the 
Israeli  government  fails  to 
resolve  a religious  dispute  in 
Nazareth  which  has  twice 
erupted  in  violence. 

The  threat,  made  in  public 
statement  disclosed  yester- 
day Iqr  the  Armenian,  Greek 
and  Latin  (Catholic)  Patri- 
archs in  Jerusalem,  could 
disrupt  next  year’s  nriUen-. 
ninm  celebrations.  ' 

It  could  also  lead  to  the 


postponement'  of  the  first 
planned  visit  to  the  region 
next  March  by  JPope  John 
Paul  12,  damaging  fragile 
relations  between  ferae!  and 
the-  Vatican.  Ariel  Sharon, 
Israeli  foreign  minister,  is  to 
vfsit-Zhe  Vatican  tiris  month 
to  discuss  the  dispute  with 
the. Pope. 

But  officials  to  Nazareth, 
as  well  as  senior  opposition 
politicians  said  Benjamin 
Netanyahu’s  government 
and  his  “Likud  party  was 
stalling  on  efforts  to  secure  a 
compromise  urrta  after  next 
month's  parliamentary  and 


premiership  elections. 

- Likud  activists  and  the 
ultra-Orthodox  religious  par- 
ties have  been  trying  to  woo 
Nazareth’s  Moslem  vote  to 
boost  Mr.  Netanyahu’s  re- 
election  chances. 

• Lass  Him  5 per  of  all 
Israeli  Arab  citizens  voted 
for  him  in  fhe  3996  election. 

- At  issue  is  the  status  of  a 
plot  of  land  on  float  of  tiie 
Church  of  the  Armnnctaflnn 
in  Nazareth,  Israel’s  largest 
Palestinian  city  in  which 
Moslems  mate  up  4f  per 
cetet  of  the  60,000  population. 
.The  remainder  are  Christian. 


The  plot,  expropriated 
after  1948  by  the  ferae1 
Lands  Authority,  a state 
body  which  manages  96  per 
cent  of  all  land  in  the  coun- 
try, was  handed  over  to  Naz- 
areth's city  council  two; 
years  aga  The  intention  was 
to  buQd  a large  square  on 
front  of  the  church  to  accom- 
modate pflgrhns  during  the 
mnrgnwinm  Israel  expects 
2m  pilgrims,  twice  as  many 
as  in  1998. 

Since  then,  Islamists  in 
the  city  have  claimed  the 
plot  originally  belonged  to 
the  Waqf,  “ fire  Moslem  reli- 


gious trust  After  toe  Islamic 
Party  won  10  at  the  city's  19 
seats  to  last  November’s 
municipal  elections.  It 
stepped  .up  .demands  to 
reclaim  .the  i«nd  and  build  a. 
large  mosque  on  it  - in  front 
of  the  church  . 

Tfermfa  jaraisy,  the  Chris- 
tian communist  mayor  of 
Nazareth.  repeatedly 
appealed  to  the  courts  to 
resolve  the  issue  as  tensions 
between  both  communities 
Increased.  Christmas  and 
Buster  celebrations  ^n^ad  in 
violence  after  the  communi- 
ties clashed,  finding  decades 


of  peaceful  co-existence.  In 
both  cases,  the  police, 
according  to  witnesses,  did 
little  to  stop  fiie  violence. 

To  complicate  matters,  Mr 
Jaraisy  has  been  unable  to 
form  a new  local  govern- 
ment, reluctant  to  givB  the 
Islamic  party  certain  posi- 
tions or  meet  their  demands 
to  build  the  mosque. 

The  Israeli  government 
has  threatened  to  impose  an 
administration  on  the  city. 
City  Qfflrfala  Bal'd  this  would 
demoralise  moderate  Chris- 
tian find  Mnalwn  communi- 
ties. 


NEWS  DIGEST 


NIGERIA 


Fears  that  army  will 

doctor  new  constitution 

Nigeria's  main  human  rights  groups  yesterday  expressed 
concern  that  toe  outgoing  military  government  was  plan- 
ning to  Impose  controls  over  toe  incoming  civilian  govern- 
ment by  doctoring  a new  constitution. 

Six  weeks  before  Ousagun  Obasanjo,  the  president 
elect,  is  due  to  take  office,  toe  military  government  of  Gen- 
eral Abdubalami  Abubakar  has  yet  to  publish  the  constitu- 
tion which  wffl  determine  toe  native  and  length  of  Ns  rule. 

However,  toe  Transition  Monitoring  Group,  an  umbrella 
organisation  group hg  more  than  60  human  rights  groups, 
said  yesterday  there  were  strong  indications  that  members 
of  the  Provisional  Ruing  Council  Intended  to  include  a 
clause  limiting  toe  president’s  ability  to  sack  service  chiefs. 
Clement  Nwankwo,  council  chairman,  said  he  had  been 
informed  that  the  clause  would  make  it  impossfole  for  the 
head  of  state  to  remove  service  chiefs  without  the  support 
of  the  army  council  on  which  they  sit  Council  members 
added  that  there  were  Indications  that  a blanket  amnesty 
for  army  officers  Involved  in  economic  and  political  crimes 
during  the  past  15  yeas  of  military  rule  could  also  be 
included.  YflHam  Waffia,  Lago® 

JEWISH  SETTLEMENTS 

Increase  in  homes  built 

Peace  Now,  toe  Israel]  peace  movement,  said  yesterday 
that  budding  starts  far  Jewish  settlements  in  the  West 
Bank  increased  105  per  cent  in  1998  compared  to  a 20 
per  cent  decline  in  new  housing  starts  within  the  Green 
Line,  Israel’s  pre-1968  boundaries. 

Peace  Now  said  toe  figures,  extrapolated  from  the  Cen- 
tral Bureau  of  Statistics,  refuted  the  claim  by  Benjamin 
Netanyahu,  Israeli  prime  minister,  that  the  increase  was  a 
response  to  natural  growth.  It  said  about  9 per  cent  of  all 
new  housing  was  buflt  fn  toe  settlements,  compared  to  4 
per  cent  in  1997.  Meanwhile,  US  diplomats  would  not  con- 
firm a report  fn  Ha’Aretz,  Israel’s  leading  daily,  which 
claimed  that  US  satellites  had  identified  12  new  settle- 
ments fn  the  West  Bank  established  since  last  October’s 
Wye  peace  accord  between  Israel  and  the  Palestinians. 
Judy  Dempsey,  Jerusalem 


Anti-aircraft  missile  tested 

Iran  yesterday  successfully  tested  what  it  called  an 
advanced  anti-aircraft  missile,  Iranian  state  television 
reported.  Blt  was  fired  this  morning  and  it  successfully  hit 
and  destroyed  a mock  enemy  target,”  the  television . 
quoted  a military  spokesman  as  saying.  The  television 
showed  footage  of  the  missile  test,  apparently  carried  out 
in  a remote  region.  The  military  spokesman  said  the  mla- 
sOe  would  satisfy  Iran’s  requirements  for  such  medium  and 
long-range  weapons.  Iran  in  July  test-fired  its  medium- 
range  Shehab-3  missile,  whose  1,300km  range  puts  Israel 
within  its  reach. 

The  US  and  Israel  have  repeatedly  voiced  concern  over 
Iran’s  missile  capacity,  urging  Russia  and  China  to  stop 
any  transfers  of  technology  to  the  Islamic  republic.  Tehran 
denies  receiving  foreign  help  for  its  missile  programme 
which  it  says  is  for  deterrence.  Reuters,  Tehran 
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Pakistan  in 
tit-for-tat 
missile  test 


VERDICT  UNLEASHES  PROTESTS  CONVICTION  OF  ABUSING  POWER  TO  CONCEAL  ALLEGED  SEXUAL  MISDEEDS_  __  1 Rise  in 


By  Farhan  Bokhari 
to  Islamabad,  Marie  IfidwJsan 
hi  New  Delhi,  Stephen  FMfer 
in  Washington  and 
Andrew  Jackin  Moscow 

Pakistan  yesterday  carried 
out  a test  of  a long-range 
version  of  its  Ghaun-II  mis- 
sile, offering  a near-immedi- 
ate response  to  India's  test 
on  Sunday  of  its  own 
extended  range  and  nuclear- 
capable  Agni  D missile. 

Senior  officials  said  the 
missile,  an  upgraded  version 
of  the  Ghauri-I  tested  last 
year,  was  successfully  fired 
from  a test  site  75km  south 
of  Islamabad  at  a target  in 
the  south  west  province  of 
Baluchistan,  a distance  of 
1,380km.  Security  analysts, 
however,  said  that  its  range 
could  be  increased  to 
2,300km  if  the  payload  were 
reduced  from  the  tested 
1.000kg.  giving  it  the  longest 
flight  capability  among 
Pakistan's  arsenal  of  tested 
nuclear-capable  missiles. 

Though  the  matching  mis- 
sile tests,  which  followed  the 
pattern  of  India  and  Paki- 
stan's nuclear  tests  last  year, 
will  dismay  western  and 
other  capitals  afraid  of  a 
gathering  South  Asian  arms 
race,  India's  reaction  was 
muted.  Both  sides  agreed  at 
a prime  ministerial  summit 
in  Lahore  to  give  advance 
warning  of  any  missile  tests, 
these  were  duly  given  in 
each  case,  according  to  both 
Indian  and  Pakistani  offi- 
cials. 

"We  all  knew  that  our 
neighbour  would  also  test 
their  defence  capability  after 
we  tested  ours."  said  George 
Fernandes,  India's  defence 
minister.  Jaswant  Singh. 
India's  foreign  minister,  said 
there  was  “no  arms  race,  no 
danger",  adding  that  the  test 
would  not  affect  planned 
bilateral  talks  between  the 
south  Asian  rivals  in  Delhi 
next  month. 

The  US  expressed  regret 
yesterday  over  Pakistan's 
test,  about  which  it  was 
informed  a day  in  advance. 
Karl  Inderfurth,  assistant 
secretary  of  state  for  south 
Asia,  told  a Senate  hearing; 
“We  had  hoped  that  Pakis- 


Taiwan  prepares  to 
open  up  telecoms 


By  Hue  Dickie  bi  Taipei 

Taiwan  is  making  final 
preparations  to  break 
Chunghwa  Telecommunica- 
tions' monopoly  on  fixed-line 
services,  the  heart  of  the 
island's  communications 
market  However,  important 
questions  remain  on  how  the 
liberalisation  will  work. 

The  Directorate-General  of 
Telecommunications  (DGT) 
has  drawn  up  draft  rules  for 
ministerial  approval  this 
week  that  will  open  fixed  - 
line  services  to  consortia 
with  the  deep  pockets 
needed  to  take  on  a state-run 
company  entrenched  by 
decades  as  a monopoly  sup- 
plier. 

The  regulator  hopes  to 
approve  applicants  by  the 
end  of  December.  It  expects 
interest  from  newcomers 
eager  to  wrest  away  some  of 
Chunghwa's  lim  customers 
and  to  meet  surging  demand 
for  broad-band  services  for 
internet  access  and  multime- 
dia applications. 

However,  the  DGT  has  yet 
to  resolve  the  issue  of  new- 
comers' access  to  essential 
infrastructure,  with 
Chunghwa  fighting  to  retain 
as  much  control  as  possible. 
“We've  already  put  an  infra- 
structure sharing  mandate 
in  our  regulations. . . 
Chunghwa  opposes  this 
article."  said  a DGT  official. 

Some  potential  applicants 
are  opposing  a requirement 
proposed  by  the  DGT  that 
they  muster  a minimum  of 


T$40bn  fUS$lJ2bn)  in  paid-in 
capital  - a hurdle  the  regula- 
tor considers  essential  to 
ensure  they  can  challenge  a 
titan  with  assets  totalling 
about  T$400bn. 

The  DGT  - once  part  of 
the  monopoly  it  is  now  dis- 
mantling - has  also  called 
for  the  limit  an  foreign 
direct  and  indirect  owner- 
ship of  applicants  to  be  loos- 
ened to  60  per  cent  from  20 
per  cent  The  change  is  in 
line  with  Taiwan’s  applica- 
tion to  the  World  Trade 
Organisation,  but  requires 
parliamentary  approval. 

Some  potential  contenders 
may  be  disturbed  by  the 
DGTs  decision  not  to  limit 
the  number  of  licences  it  I 
will  issue.  “I  don't  think  the 
island  is  big  enough  to  sup- 
port perbaps  more  than 
two,"  said  Dominic  Grant  or 
local  brokerage  Primasia. 

With  the  high  initial 
investment  required,  new- 
comers are  expected  to  take 
from  seven  to  10  years  to 
break  even.  Some  analysts 
say  the  eventual  size  of  the 
fixed-line  market  may  be 
less  than  expected  as  wire- 
less services  break  into  data 
communications. 

Chunghwa  is  a formidable 
competitor,  but  its  monopoly 
mindset  could  be  an  advan- 
tage for  new  players.  Its 
share  of  the  mobile  tele- 
phony market  has  plunged 
since  the  sector  was  opened 
a year  ago,  and  some  expect 
it  to  struggle  against  more 
innovative  fixed-line  rivals. 


Anwar  is  jailed  for  six  years 


By  SheBa  McKutty 
In  Kuala  Lumpur 


tan  would  not  respond  in  a 
tit-for-tat  fashion  to  India's 
missile  test  on  Sunday.  Both 
sides  have  said  they  want  to 
meet  their  security  require- 
ments at  the  lowest  possible 
levels'.  We  would  now  like  to 
see  concrete  steps  from  both 
countries  that  they  intend  to 
do  so." 

He  said  India  bore  a spe- 
cial responsibility  for  having 
been  the  first  country  to 
carry  out  a test.  However,  he 
expressed  optimism  about 
the  dialogue  between  the 
two  countries. 

Furtber  meetings  should 
take  place  "with  urgency”  to 
build  confidence  that 
nuclear  weapons  would  not 
be  used,  be  said. 

The  Russian  government 
yesterday  said  news  of 
Pakistan's  test  was  "received 
with  alarm",  while  stressing 
that  the  visit  of  Nawaz 
Sharif,  Pakistani  prime  min- 
ister, to  Moscow  would  go 
ahead  as  planned  next  week. 

In  a statement  echoing  its 
criticism  of  India's  recent 
test  launches,  the  Russian 
foreign  ministry  said:  “We 
believe  that  the  appearance 
of  missiles  with  such  a range 
on  the  sub-continent  goes 
against  the  interests  of  non- 
proliferation and  disarma- 
ment.” The  reports  said 
Pakistan's  missile  pro- 
gramme would  be  raised  as 
part  of  the  discussions  dur- 
ing the  forthcoming  visit 

Pakistani  analysts  said  the 
missile  test  bad  finally  dem- 
onstrated Pakistan's  capabil- 
ity of  hitting  most  cities 
deep  in  neighbouring  India,  , 
its  neighbour  and  regional 
rival,  with  whom  it  has 
fought  three  wars. 

The  Pakistani  NNI  news 
agency  said  that  a first  test 
was  also  planned  today  of 
the  SODkm-range  Shaheen 
missile,  but  there  was  no 
official  confirmation. 

Yesterday's  test  followed 
growing  pressure  from 
nationalists  on  Mr  Sharif, 
demanding  an  immediate 
response  to  the  Indian  test. 

The  missile  test  came 
against  a backdrop  of  recent 
efforts  by  Pakistan  and  India 
to  continue  their  dialogue  on 
resolving  disputes. 


Anwar  Ibrahim,  the  sacked 
Malaysian  deputy  prime 
minister,  was  convicted  yes- 
terday of  abusing  his  power 
to  conceal  alleged  sexual 
misdeeds  and  sentenced  to 
six  years  in  prison. 

The  verdict  provoked  con- 
demnation from  the  outside 
world  and  unleashed  pro- 
tests by  thousands  in  the 
Malaysian  capital. 

As  the  sentence  was  read 
out.  silence  fell  over  the 
court’s  public  gallery, 
crammed  with  relatives,  sup- 
porters. diplomats  and  jour- 
nalists. Mr  Anwar's  wife. 
Wan  Azizah  Wan  Ismail, 
gasped  “Oh.  my  God"  and 
some  of  their  six  children 
began  to  cry. 


Outside,  police  fired  water 
laced  with  eye-irritating 
chemicals  to  disperse  dem- 
onstrators as  scuffles  brake 
out  with  riot  squads  armed 
with  rattan  canes.  Some  pro- 
testers hurled  rocks  at  police 
and  others  lit  bonfires  in  the 
streets.  A number  were 
beaten  and  arrested. 

Each  of  the  four  counts 
the  court  considered  carried 
a maximum  penalty  of  14 
years  in  jail  and  a fine  of 
MS20.000  (US$5,260).  Mr 
Anwar  was  sentenced  to  six 
years  on  each  count,  to  be 
served  concurrently. 

Mr  Anwar,  who  had  pre- 
dicted he  would  get  two  to 
four  years,  gestured  through 
the  bars  of  the  wooden  pen. 
in  which  he  was  confined 
throughout  the  five-month 
trial,  for  his  family  to 


remain  calm.  Then  he 
smiled,  gave  them  the 
thumbs  up  and  flexed  his 
arm  to  indicate  the  popular 
power  unleashed  by  his  trial, 
detention  and  beating  by  the 
then-police  chief. 

Through  the  darkened 
windows  of  the  heavily 
guarded  and  locked  court- 
room. Mr  Anwar's  support- 
ers could  be  seen  massing 
and  heard  chanting  refor- 
masi  (reform),  rallying  cry  of 
the  political  backlash 
against  the  administration  of 
Mahathir  Mohamad.  Malay- 
sia's prime  minister.  "Die. 
Mahathir."  others  shouted. 

Mr  Anwar  insists  the 
charges  are  part  of  a 
high-level  political  conspir- 
acy to  prevent  him  challeng- 
ing Dr  Mahathir's  18-year 
regime.  After  the  guilty  ver- 


dict was  pronounced.  Mr 
Anwar  retorted  to  journal- 
ists; “As  per  instructions." 
His  lawyers  said  they  would 
appeal. 

Before  sentencing,  Mr 
Anwar  won  the  right  to 
make  his  own  plea  of  mitiga- 
tion and  turned  it  into  a 
political  tirade  against  the 
administration,  in  spite  of 
the  objections  of  Judge 
Augustine  Paul  and  the 
attorney  general.  Mohtar 
Abdullah,  who  led  the  prose- 
cution. “Why  are  you 
scared?  Just  listen  for  a few 
minutes,"  Mr  Anwar  said. 

“Perhaps  this  is  just  a 
small  sacrifice  on  my  part  to 
convince  the  people  how 
urgent  and  vital  this  country 
needs  reform.”  he  continued, 
reading  from  a five-page, 
computer  printed  address 


that  his  wife  distributed  to 
reporters.  “The  people  know 
my  conviction  was  according 
to  the  script  written  by  the 
conspirators.  It  is  not  the 
court  but  the  conspirators 
who  are  sending  me  to  jafl." 

But  Judge  Paul  insisted  he 
alone  had  formulated  the 
verdict  “It  is  firm  me,  from 
within  me."  He  said  his  394- . 
page  decision  would  be 
released  later  but  it  took 
into  account  Mr  Anwar’s 
senior  position  and  the  grav- 
ity of  the  offences. 

The  judge  rejected  bail 
pending  the  appeal.  Mr 
Anwar’s  lawyers  attempted 
in  vain  to  have  the  seven 
months  he  has  already 
served  count  toward  his  sen- 
tence, but  Mr  Anwar  told 
them:  “Don't  appeal  that. 
Leave  it." 


company 

debt 


Anwar  awakens  Malaysians’  political  awareness 


Sheila  McNulty  assesses  the  likely 
consequences  of  the  trial  and  sentencing 
of  Mahathir’s  once-favoured  heir  apparent 


Malaysia's  prison  doors 
clanked  firmly  shut 
behind  the  sacked 
deputy  prime  minister, 
Anwar  Ibrahim,  yesterday, 
but  the  political  conscious- 
ness that  his  police  beating 
and  controversial  trial  have 
awakened  brought  thou- 
sands of  demonstrators  into 
the  streets. 

Police  fired  round  after 
round  of  water  laced  with 
eye-burning  chemicals  to  dis- 
perse the  crowds  but  they 
simply  ran  out  of  firing 
range  and  returned  again  to 
shout  for  the  reform  of  the 
18-year  administration  of 
Mahathir  Mohamad,  the 
prime  minister. 

They  ripped  up  and  hurled 
chunks  of  the  cobblestone 
pavement  at  police,  set  bon- 
fires in  the  streets,  and 
broke  the  windows  of  a car 
of  a private  television  sta- 
tion they  accused  of  pro- 
government coverage.  Riot 
police  seized  some  protesters 
and  hit  them  with  batons 
until  they  bled. 

Abdullah  Ahmad  Badawi. 
who  succeeded  Mr  Anwar  as 
deputy  prime  minister, 
appealed  for  calm  and  told 
the  people  to  accept  the  High 
Court  verdict. 

But  the  outpouring  of  rage 
revealed  just  how  much  Dr 
Mahathir  had  miscalculated 
when  he  withdrew  Mr 
Anwar  in  September  as  his 
anointed  successor  for  hav- 
ing “low  morals".  The  wide- 
spread popularity  Dr 
Mahathir  enjoyed  for  devel- 
oping Malaysia  and  balanc- 
ing the  interests  of  its 
Malay,  Chinese  and  Indian 
people  for  more  than  a 
decade  has  been  superseded 
In  the  minds  of  many  Malay- 
sians by  what  they  see  as  a 
last  desperate  act  to  cling  on 
to  power. 

“Every  dictator  in  history 
has,  toward  the  end  of  his 
career,  made  inexplicable 
mistakes,”  says  Chandra 
Muzaflhr,  a political  scientist 
turned  opposition  politician. 
“He  is  depending  on  the 
instruments  of  power  to 
keep  him  where  he  is.” 

Mr  Anwar's  conviction 
and  sentencing  to  six  years 
In  prison  prevents  the  51- 
year-old  from  posing  a direct 
challenge  to  Dr  Mahathir  for 
the  next  11  years  (the  law 


bars  him  from  running  for 
office  for  five  years  after  he 
emerges  from  jail).  And 
there  are  another  six 
charges  pending  against  Mr 
Anwar. 

There  is  nobody  else  who 
political  analysts  believe 
could  pose  a substantive 
threat.  And.  after  seeing 
wbat  has  happened  to  Mr 
Anwar,  there  does  not 
appear  to  be  anyone  in  the 
upper  echelons  of  power  who 
would  dare  try  to  mount 
one. 

“It's  an  important  develop- 
ment, but  it's  not  closure," 
says  KJ3.  Jomo.  a political 
economist  "Things  are  still 
quite  fluid.” 

Mr  Anwar  has  managed  to 

maintain  a following  for  the 
seven  months  he  has  been 
behind  bars  and.  although 
he  is  out  of  Dr  Mahathir's 
way,  the  prime  minister’s 
support  has  continued  to 
erode. 

Political  analysts  sus- 
pected what  many  viewed  as 
a harsh  sentence  would 
bring  still  more  Malaysians 
over  to  Mr  Anwar's  side. 

Many  supporters  openly 
wept  outside  the  courthouse. 
“Six  years  is  no  justice  at 
ah,”  said  an  elderly  woman 
wiping  away  her  tears.  “This 
is  just  one  man’s  power.  No 
one  else’s.  Only  the  citizens 
can  change  things.  I hope 
this  will  make  them  wake 
up." 

The  street  demonstrations 
signalled  the  people  had 
already  arisen.  Aliran.  the 
Malaysian  reform  move- 
ment, said  the  case  had  led 
Malaysians  to  question  the 
process. 

“Anwar's  case  was  doomed 
as  the  trial  progressed,"  the 
group  said,  citing  how 
charges  had  been  amended 
to  ease  the  burden  of  proof, 
defence  evidence  was 
deemed  inadmissible,  and 
the  judge  ruled  that  defence 
witnesses'  testimony  had  to 
be  submitted  beforehand, 
forcing  the  defence  to  reveal 
its  hand. 

However,  stressing  his 
independence.  High  Court 
Judge  Augustine  Paul 
Insisted  he  had  reached  the 
verdict  of  his  own  accord 
and  to  the  best  of  his  abili- 
ties. 

Reaction  from  foreign 


Tvan  Chuan,  a Malaysian  opposition  leader,  is  arrested  yesterday 


countries  ranged  from 
encouragement  for  Mr 
Anwar  by  the  Philippines 
to  outright  criticism  by 
politicians  in  Australia. 

Robin  Cook,  British  for- 
eign secretary,  said  Britain 
would  be  studying  the  case 
with  its  European  Union 
partners:  “We  have  con- 
cluded that  aspects  of  the 
case  give  real  cause  for  con- 
cern, in  particular  the  rela- 
tionship between  the  execu- 
tive and  the  judiciary  in 
Malaysia." 

The  US  echoes  that  view. 
“There  were  serious  flaws  in 
the  way  they  proceeded  with 
this  prosecution  and  we 
have  communicated  our  con- 
cern with  the  prosecution 
and  with  the  entire  process 


that  led  to  this  verdict.” 
said  Joe  Lockhart,  the 
White  House  spokesman. 

But,  regardless  of  such 
concerns.  Dr  Mahathir  is 
firmly  entrenched  and  the 
opposition  must  overcome 
incredible  odds  presented  by 
its  fragmentation  to  win  the 
general  election  that  must 
be  held  by  April  2000  at  the 
latest. 

Mr  Anwar’s  wife.  Wan  Azi- 
zah Wan  Ismail,  has  estab- 
lished her  own  party  and  is 
inviting  all  races  to  join  in 
an  unusual  bid  to  unite  the 
three  ethnic  groups  that 
have  long  been  divided  along 
party  lines. 

If  Malaysians  cannot  put 
aside  their  differences,  then 
Mr  Anwar's  supporters  are 


left  to  hope  Dr  Mahathir  will 
soon  step  aside  and  a more 
lenient  administration  might 
release  Mr  Anwar  early.  Dr 
Mahathir  is  73,  and,  though 
be  has  maintained  his  usual 
energetic  schedule  since  the 
political  crisis  began,  the 
prime  minister  is  not  as 
resilient  as  he  used  to  be.  He 
just  emerged  from  the  hospi- 
tal after  10  days  of  treatment 
for  bronchitis. 

“The  prison  gates  may 
have  shut  today  cm  Anwar 
Ibrahim,  but  the  public 
debate  about  human  rights 
and  political  freedom  that 
bis  case  has  generated  in 
Malaysia  cannot  be  so  easily 
silenced,”  said  the  London- 
based  human  rights  group. 
Amnesty  International. 
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■ Japan’s  corporate  bank- 

! ruptcy  debt  climbed  to  a 

: high  of  Y3,110bn  ($26bn)  in 

i March,  fuelled  by  failures  at 

’ large  non-bank  financial 
institutions  before  the  end  of 
the  fiscal  year,  according  to 
Tbkyo  Shako  Research. 

Bankruptcy  debt  for  the 
full  year  ending  March  .81 
aton  grew  to  YX5430bn.  The 
continued  high  level  of  debt 
in  bankrupt  companies  is 
particularly  had  news  for 
Japan's  banks,  which  have 
straggled  to  clean  np  their 
balance  sheets  and  dispose 
of  non-performing  loans  in 
return  for  a Y7.450hn  injec- 
tion of  public  funds. 

While  the  level  of  bank- 
ruptcy debt  was  up  923  per 
cent  in  March  from  the  pre- 
vious year,  the  number  of 
bankruptcies  fell  for  the  fifth 
consecutive  month.  The 
number  of  cases  dropped  to 
1,235,  down  31.8  per  cent 
from  a year  ago. 

However,  the  number  of 
very  large  bankruptcies  - 
those  with  debts  exceeding 
YlObn  climbed  in  March 
from  20  last  year  to  37  this 
year.  Nippon  Enterprise 
Development,  a subsidiary  of 
the  failed  Long  Term  Credit 
Rank,  declared  bad  debts  of 
Y510bn  on  March  31,  accord- 
ing to  Teikoku  Data  Bank. 
And  Apollo  Leasing,  another 
non-bank  financial  institu- 
tion with  debts  of  Y500bn, 
went  into  special  liquidation 
last  month. 

The  number  of  bankruptcy 
cases  for  the  fiscal  year 
dropped  1J2  per  cent  to 
17,272.  This  was  better  than 
mid-year  projections  of 
20,000.  because  of  a govern- 
ment loan  guarantee  pro- 
gramme which  gave  some 
relief  to  smaller  companies, 
according  to  Tokyo  Shoko. 

Last  November,  the  gov- 
ernment launched  - a 
Y20.000bn  scheme  which  pro- 
vides companies  with  loans 
guaranteed  by  the  Credit 
Guarantee  Corporation,  a 
state  institution.  It  is  expec- 
ted that  an  additional 
Y10,000bn  will  be  made 
available.  - 

There  are  concerns  that,  in 
the  absence  of  an  economic 
recovery,  the  loan  guarantee 
programme  will  serve  only 
as  a short-term  fix  that  post- 
pones additional  bankrupt- 
cies. “Given  the  rate  of  non- 
performing  loans  at  commer- 
cial banks  and  the  noques- 
tions-asked  policy  of  the  gov- 
ernment, these  loans  have  a 
very  high  loss  potential  - 
maybe  as  much  as  20  per 
cent,”  said  Chris  C alder- 
wood,  chief  economist  at  Jar- 
dine  Fleming  Securities. 

In  the  first  half  of  fiscal 
year  1998-99.  Japan's  10  lead- 
ing banks  recovered  only 
22.6  per  cent  of  their  bad 
loans. 

Analysts  question  the  long 
term  benefits  of  the  loan 
guarantee  programme.  “The 
credit  guarantees  might  not 
be  worth  the  cost,”  said  Mr 
Calderwood.  “They  are  not 
contributing  any  forward 
momentum  to  the  economy 
and  may  he  hampering  its 
natural  recovery." 


Internet  use  set  to  grow  six-fold  in  India 


By  Mark  Wdiolsan  in  New  Delhi 

India's  growing  base  of 
internet  subscribers  could 
surge  six-fold  by  the  end  of 
next  year  and  levels  of  net- 
based  commercial  transac- 
tions more  than  double, 
according  to  a study  by  the 
National  Association  of  Soft- 
ware and  Service  Compa- 
nies, the  industry  lobby 
group. 

More  than  250,000  Indians 
are  already  connected  to  the 
net,  up  by  80,000  since  the 


government  allowed  private 
internet  service  providers  to 
challenge  the  state  monop- 
oly last  November,  said  the 
Nasscom  survey.  Commer- 
cial internet  services  were 
introduced  to  India  in  1995 
by  VSNL,  the  state  interna- 
tional telecoms  provider, 
which  held  a net  service 
monopoly  until  the  liberalis- 
ation. 

Nasscom,  which  repre- 
sents more  than  500  Indian 
software  companies,  esti- 
mates that  the  subscriber 


base  could  grow  to  1.5m  by 
the  end  of  next  year  based 
on  its  estimates  of  pending 
demand,  provided  the  gov- 
ernment moves  faster  to 
allow  new  private  TSPs  to 
establish  their  own  interna- 
tional access  gateways  - still 
a VSNL  preserve. 

More  than  90  companies 
have  taken  ISP  licences 
since  last  November’s  liber- 
alisation, though  only  a 
small  handful  have  begun 
services,  including  MTNL, 
another  state  telecoms  oper- 


ator, and  Satyam  Info  way, 
the  first  private  operator. 

Dewang  Mehta,  Nasscom 
president,  says  subscriber 
growth  - and  the  fortunes  of 
new  ISPs  - will  depend 
heavily  on  government  agen- 
cies giving  approvals  for  pri- 
vate players  to  set  up  inter- 
national access  independent 
of  VSNL. 

He  said  at  least  15  new 
licencees  sought  such  inde- 
pendent access,  but  that 
approvals  had  been  delayed 
by  government  agencies, 


despite  being  permitted 
under  the  November  liberal- 
isation. 

The  Nasscom  survey  esti- 
mates that  78  per  cent  of  per- 
sonal computers  sold  last 
year  in  India  were  bought 
primarily  for  internet  use, 
reckoning  that  more  than  40 
ISPs  would  be  operating  by 
the  end  of  this  year,  perhaps 
five  with  their  own  interna- 
tional gateways.  India  has  a 
PC  base  of  3m  units. 

The  survey,  conducted  in 
more  than  40  cities,  esti- 


mates that  the  ratio  of  users 
to  internet  connections  in 
India  far  exceeds  global 
norms  of  3-1,  putting  the 
current  number  of  Indian 
users  at  800.000.  It  believes 
this  figure  could  exceed  5m 
by  2002. 

For  the  past  flnanHai  year, 
the  industry  body  puts  the 
value  of  commercial  transac- 
tions conducted  by  Indian 
companies  over  the  net  at 
just  Rsl20m  ($2jsm),  but  says 
this  will  rise  to  Rs300m  in 
the  year  ending  next  March. 
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No  dot  for  .com? 


It'd  be  like  asking,  What : 
if  there  were  no  gas  for  the 
car?  No  bulb  for  the  lamp? 

Simply  put,  there’d  be 
no  Net  Which  is  where 


we  come  in. 

At  Sim,  our  systems 
and  technologies  power 
the  Net. 

Everything  we  make 
and  do  enables  it  So 
businesses  can  leverage 
it  Cash  in  on  it  Whether 
you're  a Fortune  500* 
company  distributing  data 
throughout  your  global 
organization  or  a tiny 
start-up  conducting 
e-commerce  on  the  Weh. 

What's  more,  our  Java” 
technologies  are  extending 
the  whole  notion  of  the 
Net  Out  to  smart  (aids,  cell 
phones  and  pagers.  And 
soon  out  to  wristwatches 
and  thermostats*  tod. 

V;  Therms  a tat  going  ^ 
behind  fliathttiedat  - V. 

We  think  you'd  miss  it 


u/p're  the  dot  in  .comr 
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That*s  what  you  are  about  to  say  to  a wealthy 
Chinese  client  instead  of,  "I  am  happy  to  meet  you." 
Disaster  is  averted  thanks  to  something  called 
e-services.  Picture  this:  Just  before  your  meeting, 
you  switch  on  a pocket  device  that  electronically 
sends  out  a request  for  a translating  service.  You 
specify  your  requirements.  Language?  Mandarin. 
Duration  of  meeting?  Two  hours.  Price?  Five  dollars 
per  minute. Your  request  is  instantly  and  electronically 
bid  out,  brokered  and  selected.  Moments  later  you 
and  your  translator  (in  some  other  part  of  the 
world,  you  have  no  idea)  are  good  to  go.  And 
when  you  address  your  prospective  client  you, 
thankfully,  refrain  from  inadvertently  insulting  him. 
What’s  going  on  here?  Businesses  and  services  are 
using  the  Internet  in  ways  that  are  hard  to  even 
imagine  today.  Not  as  a series  of  electronic  storefronts. 
Not  as  a collection  of  web-sites.  But  as  a catalyst 
for  the  service-based  economy.  The  next  chapter  of 
the  Internet  «s  about  to  be  written.  And  it  will  have 
nothing  to  do  with  you  working  the  Web.  Instead,  the 
Internet  will  work  for  you.  www.hp.com/e-services 


The  next  E.  E-services. 
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Top  buyers 
in  US  spurn 
modified  corn 


US  is  urged  to  step  in  to 
kickstart  Caspian  gas  project 

Political  action  is  needed  for  an  agreement  on  a pipeline  from 
Turkmenistan  to  Turkey,  reports  Robert  Corzine 
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By  MkW  Tatt  in  Chicago 

Archer  Daniels  Midland,  one 
of  the  biggest  US  agribusi- 
nesses and  a leading  corn 
processor,  yesterday  said  It 
would  not  buy  or  trade  any 
genetically  modified  (GM) 
corn  which  had  not  been 
approved  by  the  European 
Union, 

ADM's  statement  follows  a 
similar  stance  taken  earlier 
this  week  by  A.E.  Staley,  the 
US  corn-processing  subsid- 
iary of  Britain's  Tate  & Lyle, 
and  means  that  two  of  the 
leading  com  buyer s in  the 
US  have  decided  to  cold- 
shoulder  non  EU-approved 
com  - at  least  for  the  time 
being  - In  an  attempt  to 
avoid  trade  problems. 

News  of  ADM's  position 
prompted  concern  in  the 
Midwest  grain  belt.  Scott 
McFarlane,  National  Com 
Growers  Association  director 
with  responsibility  for  indus- 
try relations,  said  he  had 
been  inundated  with  calls 
from  farmers  asking  what 
they  should  do. 

The  issue  arises  because  of 
EU  concern  over  GM  crops, 
and  potential  trade  difficul- 
ties for  anyone  handling 
non-appro ved  produce.  Four 
varieties  or  GM  com  grown 
in  the  US  have  been  given 
approval,  but  another  seven 
have  not. 

The  NCGA  estimates  that 
up  to  40  per  cent  of  all  com 
grown  in  the  US  this  year 
will  come  from  GM  seed,  and 
that  about  10  per  cent  could 
involve  varieties  not 
approved  in  Europe. 


Last  year  alone,  the  US 
com  industry  calculates,  EU 
concerns  over  transgenic 
crops  and  the  slow  approval 
process  cost  it  S200m  in 
potential  com  exports.  As 
recently  as  last  month  Rich- 
ard Rominger,  deputy  secre- 
tary at  the  US  Department  of 
Agriculture,  was  warning 
that  “since  several  US  bio- 
tech com  varieties  remain 
unapproved  in  the  EU.  it’s 
entirely  possible  that  we 
won’t  export  any  com  to  the 
EU  this  year”. 

The  ADM/Staley  stance 
attempts  to  ensure  that  all 
com  and  corn-related  prod- 
ucts from  these  companies 
comply  with  European  trade 
requirements. 

The  issue  of  how  to  handle 
the  European  situation  is 
believed  to  have  been  widely 
discussed  within  the  Indus- 
try over  recent  months,  and 
growers  were  warned  that  if 
they  bought  non  EU-ap- 
proved GM  comseed  they 
should  expect  to  have  to  sell 
their  crop  into  the  domestic 
feed  market 

The  NCGA  said  it  was  not 
surprised  by  the  companies' 
move,  but  acknowledged 
that  this  would  limit  outlets 
for  corn. 

Mr  McFarlane  added  that 
the  association  was  advising 
growers  who  had  bought 
unapproved  seed  and 
believed  they  no  longer  had 
a feasible  outlet  for  their 
produce  to  exchange  that 
seed  for  traditional  varieties. 
“Most  of  those  growers, 
though,  have  a domestic  feed 
market  in  mind,"  he  said. 


PSG,  the  company  promo- 
ting a controversial 
trans-Caspian  natural 
gas  pipeline,  is  hoping  the 
US  government  will  orches- 
trate a meeting  of  the  four 
countries  involved  as  a way 
of  kickstarting  the  $2.5bn- 
$3.5bn  project. 

PSG,  which  is  owned  by 
Bechtel,  the  US  construction 
group  and  GE  Capital,  says  a 
joint  meeting  of  the  govern- 
ments of  Turkmenistan, 
Azerbaijan.  Georgia  and  Tur- 
key is  essential  to  meet  a 
tight  timetable  tbat  envis- 
ages flwHTwfai  closure  within 
18  months  and  a 2003 
start-up  date. 

“Getting  all  four  countries 
in  the  same  room  would  be  a 
big  milestone."  says  Edward 
Smith,  PSG's  president. 

The  aim  is  to  reach  “a  con- 
sortium agreement"  that 
would  spell  out  the  rights 
and  obligations  of  the  vari- 
ous governments.  It  would 
also  cover  security,  tax  and 


land  rights  issues. 

But  it  would  not  include 
details  of  a gas  sales  con- 
tract to  Turkey,  according  to 
Mr  Smith. 

The  project,  which  has  the 
political  support  of  the  US 
government,  would  ship  gas 
from  Turkmenistan  to  Tur- 
key via  the  Caspian  Sea. 
Azerbaijan  and  Georgia. 

Washington  sees  the  proj- 
ect as  a key  element  of  its 
strategy  to  underpin  the 
independence  of  the  former 
Soviet  republics  in  the  Cas- 
pian Sea  region  by  opening 
an  “energy  export  corridor" 
that  bypasses  Russia  and 
Iran,  the  two  dominant 
powers  in  the  area. 

Mr  Smith,  who  previously 
ran  the  Caspian  Pipeline 
Consortium  that  is  building 
an  oil  export  line  from  Kaz- 
akhstan to  the  Russian 
Black  Sea  coast,  says  PSG  is 
not  seeking  US  subsidies. 
But  it  is  keen  to  secure  polit- 
ical risk  coverage  and  an 


indemnity  covering  potential 
problems  over  the  disputed 
legal  status  of  the  Caspian 
Sea. 

The  trans-Caspian  gas 
project  has  provoked  a 
strong  reaction  from  Iran, 
which  has  an  agreement 

with  Turkmenistan  to  build 
a gas  pipeline  to  Turkey  on 

its  territory. 

Gazprom,  Russia's  biggest 
company  and  the  world's 
largest  gas  producer, 
recently  launched  a compet- 
ing project  - Bluestream  - 
which  involves  shipping 
large  volumes  of  gas  to  Tur- 
key via  the  world's  deepest 
subsea  pipeline  across  the 
Black  Sea. 

Mr  Smith  admits  there 
is  insufficient  Turkish 
demand  to  support 
both  Bluestream  and  a trans- 
Caspian  line.  But  be  held  out 
the  possibility  of  co-opera- 
tion with  Gazprom  if  Blues- 
tream does  not  materialise. 
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Smaller  volumes  of  Russian 
gas  for  the  Turkish  market 
could  enter  a trans-Caspian 
line  at  Tbilisi  in  Georgia,  he 
said. 

Some  industry  observers 
have  been  sceptical  about 
the  prospects  for  a trans-Cas- 
pian gas  pipeline,  in  part 
because  of  the  distances 
involved. 

Although  the  first  phase  of 
the  project  would  rely  on  gas 
produced  in  western  Turk- 
menistan close  to  the  Cas- 
pian Sea,  the  main  Turkmen 
gas  fields  are  700km  further 
away  in  the  east  of  the  coun- 
try. 

Mr  Smith  accepts  that 
“Turkmen  gas  is  disadvan- 
taged," but  says  that  will  be 


reflected  in  the  netback 
price  that  the  Ashkabad  gov- 
ernment will  receive:  “Their 
real  objective  is  to  get 
investment  into  the  coun- 
try." 

Another  potential  hurdle 
is  the  attitude  of  Azerbaijan 
ATiri  Georgia,  the  two  transit 
countries.  “There  is  always  a 
temptation  for  transit  coun- 
tries to  demand  too  much,” 
says  Mr  Smith, 

Securing  the  cooperation 
of  Azerbaijan  could  prove 
particularly  tricky,  although 
FSG  believes  a dispute 
between  Turkmenistan  and 
Azerbaijan  over  ownership 
of  oil  fields  in  the  Caspian 
Sea  should  not  interfere  with 
co-operation  between  the 


two  on  gas.  “Both  the  Azeris 
and  the  Turkmens  are  ready 
to  d&Jink  t^'pipdino  isstw 
from  the  oil  dispute-- 

He  said  . Azerbaijan  could 
also  export  through  . the 
“open  access- pipeline.  An 
added  inducement  would  be 
a sharing  of  facilities,  such 
as  compression  and  pump 
stations;  with  the  proposed 
Baltu-Ceyhan  oil  export  pipe- 
line. 

PSG’s  main"  proWem,  how- 
ever. will  be  securing  a“take 

or  pay”  gas  sales  contract 
with  Turkey.  Although  Tur- 
key  has  indire**1*  that  it  will 
pay  for  Turkmen  gas,  it  has 
so  for  not  signed  a binding 
agreement  that  PGS  and  its 
banking  advisers,  CSFB, 
will  need  to  raise 
finance. 

“Bechtel  and  GE  can’t  put 
money  in  the  ground  until  a 
real  take  or  pay  contract  is 
in  place,"  says  one  senior 
executive  at  a leading  inter- 
national oil  company  active 
in  the  region. 

A .senior  executive  at 
another  Casplan-oriented  ail 
company  believes  the  trans- 
Caspian  project  “now  has  a 
chance"  of  being  built,  given 
strong  US  political  backing, 
although  he  thinks  it 
is  a case  of  “high 
politics  and  doubtful 
economics." 


Oil  pipeline  to  link  Macedonia  with  Greek  port 


By  Karin  Hope  in  Athens 


Penspen,  the  UK  consultant 
engineers,  axe  to  carry  out  a 
technical  study  for  a 230km 
oil  pipeline  between  the 
northern  Greek  port  of  Thes- 
saloniki and  Skopje,  capital 
of  Macedonia. 

Two  Greek  companies 
have  agreed  to  finance  con- 
struction of  the  pipeline  as 
part  of  a Si  50m  investment 
package  which  includes  the 


acquisition  of  a majority 
stake  in  Okta,  the  Macedo- 
nian state-controlled  oil  refi- 
nery. The  cost  of  the  pipeline 
and  storage  terminals  at 
each  end  iG  estimated  at 
about  S80m. 

Hellenic  Petroleum  (HPi, 
the  state-controlled  oil  refin- 
ing group,  and  Meton.  a pri- 
vate Greek  construction 
group,  have  set  up  a joint 
venture  to  build  and  manage 
the  pipeline,  upgrade  the 


refinery  and  set  up  a chain 
of  petrol  stations  in  Macedo- 
nia. Meton  will  undertake 
construction  of  the  pipeline 
and  the  storage  terminals. 

“This  project  has  a high 
priority.  There  is  no  ques- 
tion of  putting  anything  on 
hold  because  of  the  situation 
in  Kosovo,"  an  HP  official 
said.  Penspen  is  due  to 
deliver  the  study  in  June, 
and  construction  is  planned 
to  start  later  this  year. 


The  pipeline  would  have 
capacity  to  carry  2.5m 
tonnes  a year  of  crude  oil 
and  petroleum  products. 
Macedonia  at  present 
imports  about  1m  tonnes  a 
year  of  oil  and  related  prod- 
ucts, which  is  shipped  from 
Thessaloniki  by  rail.  The 
pipeline  would  cut  transport 
costs  by  more  than  40  per 
cent  and  would  provide  secu- 
rity of  supply  to  the  land- 
locked republic. 


Okta,  Macedonia's  only 
refinery,  haw  capacity  of  4m 
tonnes  a year,  but  produces 
less  than  800.000  tonnes  of 
oil  products  because  of  low 
demand.  The  Greek  joint 
venture  Is  committed  to 
investing  about  $70m  to  ren- 
ovate its  Soviet-era  equip- 
ment 

The  pipeline  project  would 
be  the  biggest  investment  to 
date  In  Macedonia,  the  poor- 
est of  the  former  Yugoslav 


republics.  Apart  from  a few 
Greek  companies  making 
cross-border  acquisitions, 
Macedonia  has  attracted 
little  foreign  direct  invest- 
ment because  of  concerns 
over  its  political  stability. 

As  Nato’s  bombardment  of 
Serbia  continues,  fears  have 
grown  that  Macedonia, 
which  has  borders  with 
Serbia,  Kosovo  and  Albania, 
may  be  drawn  into  the  con- 
flict. 


us  fears  UK  internet 

en  ™ reCOrd 

China  venture  likely 


By  Shllpa  Mohan 
in  Washington 

US  textile  representatives 
yesterday  expressed  concern 
that  their  interests  might 
suffer  when  talks  between 
Washington  and  Beijing 
resume  at  the  end  of  the 
month  over  China's  acces- 
sion to  the  World  Trade 
Organisation, 

In  a briefing  this  week, 
Charlene  Barshefsky,  US 
trade  representative,  indi- 
cated that  the  US  was  pre- 
pared to  give  up  Its  demand 
for  a 10-year  phase  out 
of  China's  textile  quotas 
when  China  joins  the 
WTO. 

On  Tuesday.  Ms  Barshef- 
sky was  questioned  by  the 
Senate  finance  committee 
about  the  failure  of  the  US  to 
complete  a WTO  market 
access  pact  with  China  dur- 
ing the  visit  of  Chinese  Pre- 
mier Zhu  Rongji  to  Washing- 
ton last  week. 

Later  in  the  day.  President 
Bill  Clinton  called  Mr  Zhu  in 
New  York,  and  the  two 
issued  a statement  saying 
that  both  sides  had  agreed  to 
“move  intensively"  to  com- 
plete talks  in  Beijing. 

During  the  finance  com- 
mittee hearing,  Senator  Phil 
Gramm,  a Texas  Republican, 
accused  the  administration 
of  pushing  “raw,  rotten  pro- 
tectionism" when  It  tried  to  | 
make  China  extend  Its  tex-  , 
tile  quota  for  five  years  Ion-  | 
ger  than  allowed  under  WTO  i 
rules.  i 


By  Alice  Rawsttrom 

Independent  record 
companies  in  the  UK  are 
considering  plans  to  launch 
their  own  internet  sales  ven- 
ture, to  exploit  the  potential 
of  the  fast-growing  digital 
music  market 

The  Association  of  Inde- 
pendent Music  (AIM),  an 
organisation  which  repre- 
sents such  UK  independent 
labels  as  Beggars'  Banquet, 
Creation  and  Gut,  is  in  talks 
with  software  developers, 
media  groups  and  internet 
service  providers  about  set- 
ting up  such  a service. 

Alison  Wenham.  AIM's 
chief  executive,  stressed  that 
the  venture  was  still  “at  an 
early  stage  of  development”. 

However,  she  said  that  it 
was  seen  as  a useful  vehicle 
to  help  independent  record 
labels  to  speed  their  expan- 
sion into  digital  music  distri- 
bution. 

The  UK’s  independent 
record  companies  are  formu- 
lating their  online  sales  plan 
at  a time  when  aflimfor  busi- 
nesses In  other  consumer 
product  sectors  are  also  con- 
sidering joining  forces  to  sell 
over  the  internet  and  other 
digital  networks. 

A group  of  Independent  US 
booksellers  recently 
unveiled  proposals  to  intro- 
duce a jointly-owned  retail 
sales  site. 

Such  initiatives  are  meant 
to  help  independents  stay 
competitive  against  their 
larger  multinational  rivals 
and  powerful  online  retail- 


ers, notably  Amazon,  against 
the  backdrop  of  a rapid  rise 
in  the  cost  of  developing  and 
launching  internet  sales  ser- 
vices. 

Music,  like  bookselling,  is 
one  of  the  most  active  prod- 
uct sectors  in  terms  of  the 
level  of  investment  in  digital 
distribution. 

The  online  music  market 
is  still  at  an  early  stage  of 
development  but  is  expected 
to  show  strong  growth  once 
consumers  start  purchasing 
digital  versions  of  recordings 
by  downloading  them  on  to 
their  computers. 

The  multinational  music 
groups  are  already  preparing 
to  start  digital  downloading 
by  participating  in  a pilot 
project  code-named  the  Mad- 
ison Project  to  be  run  by 
IBM  in  San  Diego,  Calif- 
ornia, this  summer. 

Last  week,  the  music  sub- 
sidiaries of  Germany's 
Bertelsmann  and  Seagram  of 
Canada  announced  proposals 
to  launch  GetMusic.  a joint- 
ly-operated internet  retail 
site.  Sony  of  Japan  and  the 
UK's  EMI  Group  are  also  in 
talks  over  online  collabora- 
tions. 

AIM  sees  its  online  sales 
venture  as  a way  of  helping 
independent  labels  to  keep 
pace  with  the  multination- 
als. 

It  has  already  registered 
indiemusic.com  as  the  nama 
of  a jointly-operated  internet 
site,  from  which  consumers 
could  purchase  recordings, 
or  seek  links  to  the  labels’ 
own  sites. 


‘Final’  deadline  for  WTO 
chief  slips  to  end  of  month 


By  Frances  Wffltens  in  Geneva 

Amid  recriminations  and 
frustration.  World  Trade 
Organisation  members  yes- 
terday set  a “final”  deadline 
for  choosing  a new  director- 
general  of  April  30,  the  last 
day  in  office  for  Renato 
Ruggiero  of  Italy. 

As  yesterday's  deadline 
came  and  went,  supporters 
of  Thailand's  Supachai  pan- 
itchpakdi  and  Mike  Moore  of 
New  Zealand  blamed  the 
others'  intransigence  for  the 
delay.  Supporters  of  Mr 
Supachai  again  claimed  their 
candidate  enjoyed  a com- 
manding lead  but  was  being 
blocked  by  the  USi  which 
favours  Mr  Moore. 

Malaysia  said  its  calcula- 
tions suggested  that  85 
per  cent  of  the  organisa- 
tion’s 184  members  sup1 
ported  Mr  Supachai.  It  critic- 
ised “anonymous  objections" 
for  undermining  the  WTO's 


consensus-based  procedures. 

However,  US  officials  later 
rejected  the  accusation,  say- 
ing it  was  “neither  helpfo] 
nor  true".  “Like  every  other 
member,  we  are  working 
hard  to  reach  a genuine  con- 
sensus," an  official  said. 

Washington  has  consis- 
tently denied  any  Intention 
to  veto  Mr  Supachai,  Thai- 
land's deputy  prime  minister 
and  a former  banker  and 

arairinmfc. 

Mr  Ruggiero,  69,  who 
insisted  from  the  start  that 
he  would  leave  as  planned 
when  his  four-year  term 
expired,  yesterday  urged 
WTO  members  to  ensure 
that  a new  director-general 
was  in  position  on  May  L 

“No  interim  solution  or 
postponement  can  be  justi- 
fied."-he  said,  noting  that  his 
successor  would  have  the 
difficult  task  of  preparing  for 
the  next  ministerial  confer- 
ence in  Seattle  in  Novamber, 


which  is  due  to  launch  a 
new  trade  round. 

Ali  Mchumo,  Tanzanian 
chairman  of  the  general 
council,  said  he  had  pro- 
posed that  one  or  two  of  the 
three  current  deputy  tflrec- 
tors-general  be  asked  to  stay 
on  for  a time  beyond  April 
30,  when  their  terms  also 
expire,  to  assist  the  new 
“rector-general. 

In  his  valedictory  address 
to  WTO  members,  Mr  Rugsr- 
lero  praised  the  organisa- 
tion s achievements  since  its 
creation  In  1995.  However, 
he  said  it  needed  to  be  part 
of  a broader  strategy  for 
globalisation, 
including  a new  forum  for 
world  leaders  from  the  north 
and  south. 

metobers  yesterday 
to  set  up  a working 
Party  to  establish  member- 
stop  terms  for  Lebanon,  and 
granted  observer  status  to 
xemen. 
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small  companies  alleged  to  be  avoiding  law  where  there  is  little  union  representation  __ 

Employers  evade  minimum  wage  legislation 


By  Kevin  Brown 
and  Stefa  Jones 

Many  workers  who  thought 
they  would  receive  a pay 
rise  when  the  national  mini- 
mum wage  was  implemented 
on  April  l are  no  better  off 
because  companies  are  find- 
ing ways  of  getting  round 
the  law  or  cushioning  the 
impact. 

Union  officials  and 
employment  experts  say  the 
minimum  wage  - £3.60 


($5.79)  an  hour  for  adults  - 
is  being  avoided  by  many 
smaller  companies,  mainly 
where  there  is  little  or  no 
union  activity. 

Some  of  the  manoeuvring 
is  clearly  illegal  Union  offi- 
cials say  they  are  planning 
court  action  against  one 
small  textile  company  that 
has  altered  workers’  wage 
packets  to  £3.60  but  still 

pays  £3. 

Other  companies  are  alleg- 
edly using  “ghost  workers" 


paid  in  cash,  consolidating 
bonuses  to  boost  basic 
wages,  making  “arrange- 
ments" about  recorded  hours 
and  imposing  off-setting 
charges  such  as  fees  for 
cleaning  work  clothes. 

Some  companies  have 
taken  entirely  legal  actions 
that  avoid  an  increase  in 
wage  costs.  North  West 
Water,  part  of  United  Utili- 
ties, has  asked  for  the  hours 
of  contract  cleaners  at  Its 
head  office  in  north-west 


England  to  he  cut  because  it 
had  not  budgeted  for  the 

minimum  wage. 

The  wwwpany  said  clean- 
ers’ hourly  rates  had  gone 
up  in  line  with  the  new 
rates,  but  its  budget  for  the 
contracts  was  the  same  this 
year  as  in  1998.  .. 

“We  asked  InDepth,  our 
cleaning  contractor,  to  cat 
the  hours  because  of  that,” 
North  West  Water  said.  “We 
reviewed  the  sites  to  Identify 
areas  that  did  not  need  as 


much  cleaning  and  where 
the  hours  could  be  reduced. 
It  will  be  under  constant 
review  to  see  if  it  needs  to  go 
back  up  again.  InDepth  were 
happy  about  it  and  appar- 
ently the  cleaners  were 

happy  too.” 

Bnt  union  officials  say 
some  InDepth  cleaners  have 
approached  them  for  advice 
on  whether  they  have 
grounds  for  a rfatm  against 
their  employer  under  the 
minimum  wage  legislation. 


The  GMB  and  T&G  gen- 
eral unions  say  helplines 
have  been  swamped  with 
cans  from  workers  in  low- 
wage  industries. 

Many  have  been  from  non* 
unionised  workers  seeking 
advice  on  whether  employ- 
ers’ actions  were  legal. 
“They  seem  to  be  using  all 
their  Imaginative  powers  to 
keep  wages  down,"  said 
Dave  McCall,  a T& G official 
In  north-west  England. 

Employment  lawyers  say 


deliberate  breaches  can  be 
prosecuted  under  the  crimi- 
nal law,  punishable  by  a fine 

of  £5.000. 

Stephen  Alambritis,  parlia- 
mentary officer  of  the  Feder- 
ation of  Small  Businesses, 
said  most  small  companies 
were  observing  the  law,  but 
some  were  finding  it  difficult 
to  survive.  "We  would  urge 
these  businesses  to  speak  to 
their  bank  and  business 
advisers  to  find  the  best  way 
forward,"  he  said. 


Security  problems 
put  the  brakes  on 
the  Irish  goldrush 

Restrictions  on  the  use  of  explosives 
prevent  a promising  mine  going  into  full 
production.  John  Murray  Grown  reports 
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Se&n  Brogan  has  a par- 
ticular interest  in  seeing 
progress  in  this  week's 
Northern  Ireland  peace 
talks.  His  hill  form  in  the 
Sperrin  mountains  - in  a 
staunchly  republican  area  of 
County  Tyrone,  in  the  west 
erf  the  region  - is  sitting  on 
what  prospectors  believe  is 
one  of  Europe's  best  small 
gold  deposits. 

Mr  Brogan  could  be  in  the 
money  already,  if  not  for 
Northern  Ireland’s  restric- 
tions on  the  use  of  explo- 
sives that  have  prevented 
Ennex  International  - a min- 
erals company  based  in  the 
Dublin,  capita]  of  the  Irish 
Republic  - from  bringing  the 
mine  into  production. 

But  he  is  biding  his  time, 
scraping  a living  on  his 
sheep  form,  inherited  from 
bis  father,  thanks  to  gener- 
ous European  subsidies  and 
what  he  earns  laying  con- 
crete floors. 

Precious  metals  in  the  UK 
are  owned  by  the  Crown  and 
the  developer  pays  a royalty; 
This  might  present  problems 
in  such  an  area.  “Ah.  now 
you're  trying  to  talk  politics 
with  me,"  says  Mr  Brogan. 


“Look  we've  sold  nothing  so 
for.  But  if  I get  a fair  price 
and  the  money  is  right  I'll  be 
happy.” 

Exploration  at  the  Cur- 
raghinalt  site,  near  the  vil- 
lage of  Gortin,  was  started  in 
the  mid-1980s.  Ennex  esti- 
mates the  mine  contains 
250,000  ounces  of  gold  at 
about  17  grams  per  tonne  - 
high-grade  ore  by  European 
standards.  The  gold  price 
has  dropped  and  it  now  sells 
at  about  $300  an  ounce,  com- 
pared with  $500  when  the 
company  acquired  the 
licence.  Ennex  estimates  the 
price  would  have  to  reach 
$400  to  malt**  it  viable. 

But  security  concerns  are 
the  main  obstacle,  a 
reminder  of  the  direct 
impact  of  violence  on  busi- 
ness in  the  region. 

Ennex  is  reluctant  to  go 
Into  detail.  But  it  appears 
the  authorities  said  explo- 
sives could  be  kept  on  site 
only  if  guarded  by  police  - 
and  in  such  remote  areas  the 
police  do  not  operate  with- 
out army  back-up.  Ennex's 
concern  was  that  its  site 
could  become  a target  for 
the  Irish  Republican  Army 


Open  market  to 
6 grey’  imports, 
say  car  traders 


By  Join  Griffiths  In  London 


Waiting  at  the  gate;  the  antranca  to  the  mine  remains  unused 


every  day  far  the  following 
day’s  work."  says  David 
Coyle,  director  and  company 
secretary. 

The  Sperrins  form  part  of 
what  geologists  believe  is  a 
ring  of  gold-bearing  minerals 
from  Mayo  in  the  west  of 
Ireland  to  Aberdeen  in  Scot- 
land. Because  of  the  struc- 
ture of  the  deposit  - a nar- 
row 5ft  quartz  vein  of 
gold-enriched  rock  - the 
plan  was  to  drill  a tunnel 
into  the  hillside,  using  explo- 
sives to  clear  the  way. 

“We’re  a small  exploration 
company  with  no  revenues. 
We've  put  $8m  into  this 
mine  with  zero  return.  But  if 
the  gold  price  was  right  we 
could  be  in  production  in 
less  than  two  years,”  says 
Mr  Coyle,  adding  that  the 
knock-on  employment 
effects-  would  be  consider- 
able.'  ^You*re  looking  at  the 


Sedn  Brogan;  'Ah,  nowyoiTm 
trying  to  laflt  pofiUcs  with  me' 

simply  because  of  the  secu- 
rity presence. 

“Our  use  of  explosives 
would  be  different  from  that 
of  a quarrying  company. 
Mining  requires  a constant 
supply.  We  would  be  power 
drilling  and  then  blasting 


KeMn  Boyes 

guts  of  60  jobs  - in  local 
crafts  and  transport.  You 
have  to  remember  that  min- 
ing companies,  unlike  other 
companies,  cannot  choose 
where  they  want  to  go." 

Ed  Winters,  a local  envi- 
ronmentalist, explains  that 
when  planning  permission 
was  sought  for  a nearby 
open-cast  mine,  initially 
developed  by  Rio  Tinto  Zinc, 
it  was  at  first  opposed  by  all 
members  of  the  local  Omagh 
council,  by  Nestle,  the  big- 
gest employer  in  the  area, 
and  by  the  Foyle  Fisheries 
Commission,  which  looks 
after  fish  stocks  in  the  Sper- 
rins watershed. 

Bnt  Mr  Winters  worries 
that  opposition  to  the  Ennex 
plan  wfll  be  more  muted.  He 
complains  that  a number  of 
locals  have  been  "sucked  in” 
by  being  persuaded  to  buy 
shares  in  tHe  company. 


Independent  motor  traders 
yesterday  called  for  the  UK 
car  market  to  be  opened  to 
“grey"  Imports  - products 
diverted  from  lower  price 
markets  to  be  resold  in  high 
price  regions. 

The  traders  submitted  evi- 
dence to  a committee  of  MPs 
to  show  that  they  can  sell 
cars  and  motorcycles  at  up 
to  35  per  cent  less  than 
franchised  dealers  and  still 
make  adequate  profits. 

The  British  Independent 
Motor  Trade  Association  was 
appearing  before  a trade  and 
industry  select  committee 
inquiry  into  trademark  pro- 
tection and  competition. 

Jack  Glover,  chairman  of 
the  association,  said  the  gov- 
ernment should  put  into 
place  new  laws  it  had  previ- 
ously proposed  which  would 
lift  numerical  restrictions  on 
cheap  grey  car  imports  from 
outside  the  European  Union. 
The  new  laws  would  allow 
cars  in,  provided  they  met  a 
special  vehicle  approval  test 
to  ensure  they  could  safely 
be  used  on  EU  roads. 

Such  cars,  sourced  mainly 
from  Japan  but  including 
European-produced  as  well 
as  Japanese  brands,  are  cur- 
rently restricted  to  50  unite 
of  any  one  model  per  year. 
The  cars,  which  include  used 


models  as  well  as  new  ones, 
are  estimated  to  account  for 
about  20.000  of  some  100,000 
cars  expected  to  be  imported 
this  year  by  individuals  and 
independent  traders.  Most  of 
the  other  80,000  cars  are  new 
and  comprise  “parallel” 
imports,  bought  from  fran- 
chised dealers  In  other  EU 
states. 

Christopher  Macgowan, 
chief  executive  of  the  Retail 
Motor  Industry  Federation, 
which  also  gave  evidence  to 
the  committee  acknowledged 
that  the  number  of  grey 
imports  could  leap  to  500.000 
a year  if  Dr  Reid’s  proposals 
were  enacted.  The  proposals 
are  at  the  consultation  stage, 
with  a final  decision  expec- 
ted in  two  to  three  months. 

Opening  up  the  market  to 
grey  imports  would  restrict 
the  freedom  of  car  makers 
and  their  franchised  dealers 
to  charge  “rip-off”  prices 
and,  as  a result,  give  con- 
sumers a fairer  deal,  said  the 
association. 

In  its  evidence,  the  federa- 
tion argued  that  only  indi- 
viduals, not  traders,  should 
he  allowed  to  import  such 
vehicles. 

But  if  restrictions  were  to 
be  lifted,  consumers  should 
be  made  more-  aware  of  the 
cars’  origins  and  ftat.service 
and  repair,  difficulties  might 


UK  sheds  ■ 
image  of 
militant 
industrial 

disputes 

By  Robert  Taylor, 

Employment  Editor 

The  UK.  once  regarded  as  a 
strike-prone  country,  is  now, 
one  of  the  least  militant  in' 
the  industrialised  world,, 
according  to  the  latest  com-, 
parison  of  labour  conflict- 
statistics  published  today  by. 
the  government’s  Office  for. 
National  Statistics. 

On  average  there  were 
only  62  working  days  not.- 
worked  per  1,000  employees 
in  all  UK  industries  and  ser-. 
vices  because  of  disputes- 
between  1988  and  1997.  Ice- 
land's strike  statistics  were, 
the  worst  (479  working  days* 
not  worked  per  1,000  employ- . 
ees),  followed  by  Spain  (469  • 
working  days;  and  Greece' 
(327  working  days). 

This  contrasts  with  losses 
of  80  working  days  per  1,000; 
in  Sweden;  201  working  days! 
in  Italy.  253  working  days  in- 
Canada  and  150  working 
days  in  Australia. 

Over  the  same  period  - 
strike-day  losses  were  less  in' 
the  US  (54  working  days  per, 
1,000  employees);  Japan- 
( three  working  days).  Aus- 
tria (four  working  days)  and- 
Switzerland  (only  one  work- 
ing day).  France  and  Ger-. 
many  are  not  included  in  the- 
1988-1997  data  because  their 
statistics  are  not  available 
for  the  whole  period. 

UK  working  day  losses  per' 
year  have  fallen  significantly 
during  the  1990s.  In  1997, 
only  10  working  days  were, 
not  worked  per  1,000  employ- 
ees, one  of  the  smallest  num- 
ber of  any  industrialised 
country.  They  were  better- 
than  figures  for  Denmark  (41 
working  days),  the  US  (38 
working  days),  New  Zealand 
(18  working  days)  and 
Ireland  (69  working  days). 

The  Office  for  National 
Statistics  says  the  compara- 
tive data  must  be  treated 
with  some  caution. 

However,  the  general  pic- 
ture indicates  that  the  strike 
has  become  increasingly 
rare  in  western  industria- 
lised societies  since  the 
1970s. 
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ECONOMY  MERRILL  LYNCH  REPORT  SAYS  83%  EXPECT  IMPROVEMENT 

Fund  managers  ‘more  optimistic’ 


By  Jane  Martinson, 
Investment  Correspondent 


A sharp  reversal  In 
economic  sentiment  has 
ended  fears  of  recession 
Fairing  uk  fund  managers, 
according  to  a survey  com- 
missioned by  Merrill  Lynch, 
the  US  Investment  bank, 
published  yesterday. 

Same  83  per  cent  of  fund 
managers  expect  the  econ- 
omy to  improve  over  the 
next  12  months  compared 
with  just  3 per  cent  in  Sep- 
tember. 

Trevor  Greetham,  global 
strategist  at  Merrill  Lynch, 
said  fUnd  managers  world- 
wide were  more  optimistic 


about  global  economies  fol- 
lowing central  hank  rate 
cuts.  But  the  U-turn  in  the 
UK  was  particularly  marked. 
“Sentiment  has  improved 
exponentially  in  the  UK 
where  the  graph  is 
V-shaped,"  he  said. 

He  credited  the  reversal 
largely  to  the  speed  with 
which  the  Bank  of  England, 
the  UK  central  bank,  cut 
interest  rates.  “They  acted 
much  faster  than  most 
people  expected,”  he  said. 

The  survey  was  carried 
out  this  month,  before  the 
bank  cut  base  rates  for  the 
sixth  time  in  seven  months 
and  the  European  Central 
Rank  cut  its  short-term  rate 


by  half  a point  to  2.5  per 
cent 

The  survey  of  75  big  UK 
based  institutional  investors 
with  total  assets  of  £l,259bn 
($2,0l7bn)  follows  other  UK 
surveys  showing  a marked 
upturn  in  consumer  confi- 
dence. 

The  report,  conducted  by 
Gallup,  the  market 
researcher,  also  found  that 
the  number  of  fond  manag- 
ers in  the  UK  expecting  cor- 
porate profits  to  increase 
over  the  next  12  months  out- 
numbered those  expecting 
them  to  fall  for  the  first  time 
since  last  year’s  stock  mar- 
ket turmoil 

Earnings  in  1899  are  expec- 


ted to  increase  by  an  aver- 
age of  4 per  cent,  up  from  an 
estimated  0.8  per  cent  in 
January-  Managers  expect 
7.1  per  cent  growth  next 
year. 

The  rise  in  confidence  is 
echoed  globally  in  a survey 
that  questions  managers 
with  total  assets  of  £U03bn. 
Managers  in  Europe,  Asia 
and  South  Africa  all  expect 
inflation  to  rise  and  earnings 
to  increase  sharply. 

US  managers  are  only 
slightly  less  bullish  after 
strong  growth  last  year. 

Managers  are  more  bullish 
about  commodities  and 
emerging  market”. 

Fund  managers  expect  the 


UK  economy  to  grow  by  1.1 
per  cent  this  year  and  2 per 
cent  next. 

Some  56  per  cent  believed 
the  outlook  for  corporate 
profits  is  favourable  com- 
pared with  just  22  per  cent 
who  thought  it  was  favoura- 
ble in  February. 

Mr  Greetham  said  last 
year’s  turmoil  after  the  Rus- 
sian debt  default  bad  appar- 
ently been  erased  from  the 
collective  memory.  “What  a 
difference  six  months  can 
make. 

Economic  optimism  is  now 
surging  in  Europe,  the  UK. 
Asia  and  Africa.  1999  may 
turn  out  to  be  a surprisingly 
strong  year,”  he  said. 


ECONOMY  REPORT  SAYS  STERLINGJ/yiLL_DEPRECIATE  BUT  NOT  ENOUGH  TO  PREVENT  MANUFACTURING  RECESSION 

Unemployment  forecast  to  rise  this  year 


By  Christopher  Adams, 

Economics  staff 

The  UK  economy  will  avoid 
recession  this  year  but  at 
significant  cost  to  output 
and  employment,  according 
to  a report  today. 

Growth  win  be  less  than 
that  predicted  by  the  govern- 
ment and  unemployment 
will  rise,  according  to  Busi- 
ness Strategies,  the  eco- 
nomic consultancy. 
North-east  England  and 
Scotland  will  be  hardest  hit. 

The  continued  resilience  of 
sterling,  which  has  eroded 
manufacturers’  profitability 
by  making  them  less  compet- 
itive overseas,  is  unlikely  to 
continue.  But  the  depreda- 
tion in  the  pound  will  come 
too  late  to  prevent  a manu- 
facturing recession  in  1998. 


Household  bcome  and  spending 
AouiWdnga 


-2  _i_ 


Employment 


1985  96 


97 


96  99  , 2000 


01 


02 


Business  Strategies,  pre- 
dicts the  economy  win  expe- 
rience growth  of  08  per  cent 
t-htg  year,  slightly  more  than 
it  has  forecast  previously 
but  much  less  than  projected 


output  growth  of  2JS  per  cent 
in  1998. 

Continued  strength  in 
parts  of  the  service  sector, 
and  especially  transport  and 
communications,  is  likely  to 


offset  the  drag  on  growth 
from  a weak  manufacturing 
sector.  Manufacturing  out- 
put is  expected  to  contract 
by  2.8  per  cent  this  year. 

Increased  government 
spending,  which  is  expected 
to  boost  the  contribution  to 
GDP  growth  from  govern- 
ment consumption  to  0.6  per 
cent,  will  add  to  overall 
growth. 

The  forecast  is  more  pessi- 
mistic than  the  Treasury's 
prediction  that  the  economy 
will  grow  by  1-1.5  per  cent 
this  year.  It  is  broadly  con- 
sistent with  the  latest  batch 
of  independent  forecasts 
compiled  by  the  Treasury, 
published  yesterday,  which 
anticipate  growth  of  0.7  per 
cent 

The  report  says  consumer 
finances  are  healthy, 


although  the  personal  sector 
is  likely  to  remain  weak  for 
some  time  as  the  labour 
market  eases  and  Jobs  are 
shed. 

Household  debt  relative  to 
income  is  lower  than  In  the 
late  1980s,  just  ahead  of  the 
last  recession. 

But  growth  in  household 
spending  and  income  will 
slow  sharply. 

As  weak  growth  intensi- 
fies pressure  on  employers 
to  cut  costs,  unemployment 
will  rise,  increasing  from 
1.31m  to  l.5?m  by  the  end  of 
the  year.  Manufacturing  is 
expected  to  account  for  the 
bulk  of  the  job  losses. 

The  deterioration  in  the 
jobs  market  will  take  Its  toll 
on  consumer  confidence, 
which  has  rebounded  in 
recent  months. 


WE  CAN  TRACE  OUR  LINEAGE 
TO  A COTTAGE  IN  THE  COTSWOLDS. 


This  is  the  Georgian  family  home,  lovingly  rebuilt  by 
Martin  Bath.  When  Martin  isn’t  restoring  the  past, 
he’s  helping  Smiths  Industries  to  create  the  future. 
He  was  part  of  the  team  that  developed  ELMS  - the 
revolutionary  Electrical  Load  Management  System  char 
helps  airplanes  to  use  electrical  power  more  efficiently. 
Its  a system  you’ll  find  on  board  every  Boeing  777. 


Boeing  has  been  working  with  European  experts  like 
Martin  and  their  companies  for  30  years.  For  one  simple 
reason:  we  want  to  work  with  people  who  are  best  at 
what  they  do.  Of  course,  building  an  airplane  is  a massive 
enterprise.  It  takes  teamwork  on  a grand  scale.  Many 

individuals,  many  companies,  many  countries.  But 
working  together;  we  can  do  almost  anything. 
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Plan  for 
‘constraint’ 
on  Scots 
parliament 
attacked 

By  Andrew  Parker, 

PofltfcaJ  Correspondent 


NEWS  DIGEST 


The  forthcoming 
administrations  of  Scotland, 
Wales  and  Northern  Ireland 
will  have  to  channel  contact 
with  other  countries  through 
the  Foreign  Office  in  Lon- 
don, because  of  UK  govern- 
ment officials’  fears  the  new 
bodies  could  disrupt  UK 
diplomacy. 

The  Scottish  National 
party,  which  is  challenging 
Labour  for  control  of  the 
Scottish  parliament  in  the 
May  6 election,  yesterday 
attacked  the  proposal  and 
claimed  it  defeated  the  point 
of  the  assemblies. 

The  new  administrations 
wfll  have  an  important  role 
in  trade  promotion  and 
attracting  inward  invest- 
ment The  UK  government 
will  retain  responsibility  for 
international  relations  after 
the  establishment  of  the 
assemblies  but  they  were 
expected  to  be  free  to  lobby 
overseas  governments. 

Senior  officials  are  con- 
cerned that,  the  administra- 
tions could  unwittingly 
incur  international  treaty 
obligations.  One  London  offi- 
cial said  the  Foreign  Office 
would  advise  the  administra- 
tions on  the  timing  of 
approaches  to  overseas  gov- 
ernments to  ensure  lobbying 
did  not  put  other  UK  trade 
opportunities  at  risk. 

'If  a Scottish  minister 
wants  to  press  a particular 
country  to  reduce  its  duty  on 
spirits,  we  would  want  that 
to  be  coordinated  through 
the  Foreign  Office  to  make 
sure  it’s  not  cutting  across 
representations  we  could  be 
having,”  he  said. 

John  Swinney,  SNP  dep- 
uty leader,  said  the  plan 
would  wrongly  constrain  the 
Scottish  parliament  at  a time 
when  Scots  wanted  to  estab- 
lish positive  relationships 
with  other  countries. 

UK  ministers  will  lead 
negotiations  in  the  European 
Union,  giving  Scottish, 
Welsh  and  Northern  Irish 
ministers  limited  influence 
in  key  EU  councils. 

The  arrangement  may  lead 
to  tension  between  the 

arimlntetratinns  and  the  UK 

government  because  they 
are  likely  to  have  different 
views  on  issues  such  as  agri- 
culture and  European  Union 
aid.  The  SNP  manifesto  for 
the  May  6 poll  says  it  wants 
the  UK  to  allow  Scottish 
ministers  to  lead  negotia- 
tions on  EU  fisheries  policy. 

The  administrations  will 
be  consulted  in  advance  of 
UK  negotiations  in  Brussels, 
ff  there  is  no  agreement,  the 
two  sides  can  meet  in  the 
planned  joint  ministerial 
committee. 


G0VBWMBH  RESEARCH  BODIES 

Way  cleared  for  private 
sector  joint  ventures 


Government  research  establishments  are  w o«  ' . 

form  equity  joint  ventures  with  the  private  sector  umbtj,  ■ • 
scheme  that  mWstere  believe  wi I make  tester  ******  ■ 
to  exploit  intellectual  proparty  and  tap jS-vS. 
Barbara  Roche,  a senior  Treasury  minister,  sariNaffth . 
university  research  were  advanced  but  " 

cies  had  not  been  fuBy  taking  advante^.oftti«rpcl»^^ 
The  initiative  covers  about 20 pub8c sector^«»0^r- 
aHng  on  a quasf-commerclal  basis  under  the  1973  Tracfing 
Funds  act  These  include  the  Defence  ; 

Research  Agency,  Ordnance  Survey  and  the  Metwrolop-. 
cal  Office.  It  was  believed  that  the  legislation  prevented  . : 
such  trading  funds  from  entering  into  equity  joint  venttjm 
But  the  Treasury  has  received  fresh  legal  advice  clearing 
the  way  for  the  formation  of  joint  ventures  under  guktowm 
published  yesterday.  A number  of  trading  fonas  already 
have  plans  and  are  awaiting  the  legal  ciaifk^oori.  The 
Hydrographic  Office  wants  to  form  an  intemattonal  consor- 
tium to  develop  mapping  products  and  the  Forensic  spK 
ence  Service  is  looking  at  joint  ventures  on  reagents  for 
testing  DMA.  David  Wgftton,  London 


SHIPBUILDING ■ ' 

Cunard  ‘superliner’  planned 

Cunard,  the  shipping  Bne,  is  planning  another  "superffrwri*, 
it  was  disclosed  yesterday.  The  new  vessel  — which  might 

be  cafled  the  Queen  Victoria  - could  be  buBt  by  2005, 

Larry  Pimentel,  Cunard  president,  said.  The  group  has 
already  announced  plans  for  a similar  ship  to  be  named 
Queen  Mary  and  a decision  on  which  European  yard  will 
build  ft  is  expected  this  summer.  Mr  Pimentel  annomced 
the  new  project  at  the  30th  birthday  party  for  the  QE2  at 
Southampton,  on  the  English  south  coast,  yesterday. 

Tomorrow  Mr  Pimentel  will  meet  John  Prescott,  deputy 
prime  minister,  to  discuss  whether  the  Queen  Mary  project 
vessel  will  sail  under  the  British  flag. 


KVAERNER 


Redundancy  notices  issued 

Kvaemer  Govan,  the  Scottish  shipyard  which  has  been  put 
up  for  sale  by  its  Anglo-Norwegian  owner,  yesterday 
issued  250  redundancy  notices.  The  procedure  will  trigger 
consultations  between  Kvaemer  Govan  and  trade  unions 
and  wQJ  enable  the  company  to  shed  some  staff  in  three 
months  If  the  company  wins  no  more  work.  Kvaemer 
Govan  has  about  850  workers  and  350  contract  employ- 
ees. it  expects  to  run  out  of  work  in  about  two  months 
when  contracts  are  completed.  Kvaemer,  which  on  Tues- 
day said  it  was  selling  its  13  shipyards  in  Europe  and  the 
US,  issued  750  redundancy  notices  at  three  other  yards  - 
Mandal  and  Kievan,  in  Norway,  and  Vlborg,  in  Finland.  - - 
Yesterday  the  four-man  taskforce  charged  by  the  gov- 
ernment with  helping  the  company  find  a buyer  for  Kvaer- 
ner  Govan,  in  the  city  of  Glasgow,  held  Its  first  meeting.  It 
is  headed  by  Sir  Gavin  Laird,  the  former  trade  union 
leader.  James  Buxton,  Ecfinburgh 


RAIL  INDUSTRY 


Watchdog  to  take  tough  line 

Sir  Alastair  Morton,  former  chairman  of  Eurotunnel  and 
new  rail  industry  watchdog,  will  today  signal  to  foe  rail 
industry  that  he  has  all  the  powers  needed  to  deliver  his 
vision  of  an  Integrated  railway  system.  The  head  of  the 
shadow  Strategic  Rail  Authority  is  expected  to  tell  a Lon- 
don audience  that  any  investment  plans  must  be  co-orcfi- 
nated  through  him.  Sir  Alastair  wiU  deny  claims  he  has  no 
teeth  after  the  failure  to  find  parliamentary  time  to  give  the 
SRA  statutory  powers.  Sir  Alastair  - who  has  formed  a 
strong  working  relationship  with  John  Prescott,  the  deputy 
prime  minister  and  chief  transport  minister  - believes  a 
combination  of  existing  powers,  influence  and  leverage  wfll 
be  enough  to  force  the  changes  he  wants.  Sir  Alastair  was 
a critic  of  the  fragmentation  created  tv  privatisation  and  is 
keen  to  build  support  for  the  regeneration  of  a public  ser- 
vice. Susanna  Voyta,  London 


CONTRACTS  & TENDERS 


REPUBLIC  OF  CAPE  VERDE 

Announcement  of  Privatisation  By  International  Public  Tender  of 
State  Owned  Financial  Sector  Institutions 

The  Unidade  de  Coordena^ao  do  Projecto  de  Privatizasao  e Regula$ao 
Institutional  (privatization  Unit)  of  the  Republic  of  Cape  Verde,  in 
accordance  with  the  Law  on  Privatization  of  the  Republic  of  Cape  Verde, 
Decree  Law  70/98  and  Resolution  74/98  of  31st  December,  1998, 
announces  the  sale,  by  international  public  tender,  of  state  owned’shares  in 
three  (3)  financial  sectors  institutions  with  interlocking  shareholdings, 
according  to  the  following  criteria  and  terms:  (i)  as  a financial  group,  or 
(ii)  as  three  separate  individual  institutions,  and/or  (iii)  any 
combination  thereof. 


Name 

Type  of  Institution 

N*  of  State 

Owned  Shares 

N*  of  Shares 

Ibr  Hull  Ud 

Wtustftntfcw 
for  this  bid 

BCA 

Commercial  Bank 

775.000 

525.000 

Ql 

GARANHA 

Insurance  Company 

96.620 

91.789 

45.895* 

PROMOTORA 

Venture  Capital  Company 

255.000 

180.000 

■10.00* 

- e — — PC  ucidDy  me  successful  bidder 

The  bid  package  containing  the  Confidential  Inf  amotion  Memoranda  and 
other  pertinent  bid  documents  may  be  acquired  at  a cost  of  Euro  -H)<m 
Euros  from  the  privatisation  Unit  (UPR)  at  Largo  do  Cruzeiro  - T&iis  CP 
No  323,  Praia,  Cabo  Verde,  telephone  (238)  61  23  19,  Fax  (238)  61 23  34 
email:  cvmvah7jrirm<amail-cvtelemm  r-y 

Any  requests  of  information,  questions  or  clarification  regarding  the 
bidding  process  may  be  addressed  to  the  Bid  Committee  at  the 

Privatisation  Unit,  at  the  above  indicated  address. 

The  bid  proposals  must  be  submitted  by  16H00,  local  rime  on  Fridav 
July  9, 1999,  at  the  office  of  the  Privatisation  Unit,  Largo  do  Cruzeiro 
TtSnis,  Praia  Cabo  Verde,  in  wax  seaied  envelopes^?*" ' 
instructions  contained  m the  Resolution  n°  74/98  of  December  31  jogs 
published  in  the  official  gazette  n°4B,  Sene  I.  ’ ’ 

The  bid  proposals  opening  session  will  take  place  at  10H00  local  rim-™, 
Monday  12th  July,  1999  in  the  Ministry  of  Finance,  Praia,  CatoV^fe 
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CINEMA 

♦ Black  comedy 
which  breaks 
every  taboo 

Nigel  Andrews  on  a great  movie  about 
tne  desperation  in  everyday  life 


r-  ■*  n ■ t 
Li  *.  1 


HAPPINESS 

Todd  Solondz 


8MM 

Joel  Schumacher 

RETURN  TO  PARADKE 

Joseph  Ruben 


PROMETHEUS 

Tony  Harrison 


AN  IDEAL  HUSBAND 

Offver  Parker 


There  has  never  been  a 
better  film  about  desperation 
than  Todd  Solondz’s  Happi- 
ness. Trailing  a Cannes 
International  Critics  Prize 
and  a brief,  colourful  history 
of  American  media  furor  - 
the  film  broaches  nearly 
every  taboo  sexual  topic  in 
the  book  - it  tells  us  what 
we  already  knew  but 
scarcely  liked  to  say,  even  to 
ourselves.  That  a well-ad- 
justed human  being  is  a con- 
tradiction in  terms;  that  hap- 
piness is  an  aim  rather  than 
a state;  and  that  sex  is  a 
gigantic  joke  - often  a dark 
one  - played  by,  for  and  on 
men  and  women. 

Take  any  three  sisters  in 
the  world  and  they  might  be, 
reading  from  left  to  right,  a 
fey.  spinsterly  bundle  of 
nerves  (Jane  Adams),  a pro- 
miscuous, supercilious 
achiever  (novelist  Lara 
Flynn  Boyle)  and  a complai- 
sant but  deceived  suburban 
wife  and  mother  (Cynthia 
Stevenson).  Take  any  three 


THE  ARTS 


men  and  they  might  be  a 
plump,  sweaty  fetishist  who 
cold-calls  strange  woman 
( Boogie  Nights'  Philip  Sey- 
mour Hoffman),  a jilted, 
sweet-natured  bachelor 
driven  to  suicide  (Jon  Lov- 
itz)  and  a gentle-mannered 
psychoanalyst  with  a deadly 
secret  (Dylan  Baker).  Take 
any  three  young  boys,  as 
Baker  does,  serially  tiptoeing 
from  his  marriage  bed 
shared  with  Stevenson,  and 
you  will  be  arrested. 

As  Tolstoy  almost  said,  all 
unhappy  families  are  inter- 
esting and  all  happy  family 
are  dull,  or  at  least  inter- 
changeable. Solondz.  whose 
first  feature  Welcome  To  The 
Dollhouse , was  about  the 
emotional  crucifixions  of 
adolescence  - its  tics  and 
crosses,  its  acne  and  ecstasy 
- gives  us  a bigger,  better, 
bolder  film  here  and  one 
that  defies  categorisation. 

Is  it  funny?  you  have  to 
laugh  - everyone  else  in  the 
audience  is,  while  also  partly 
gasping  - at  the  bleakly  out- 
rageous shot  of  the  dog  lick- 
ing a young  boy’s  inaugural 
sperm  off  a balcony  railing; 
at  the  desperate  farce  of 
Hoffman's  struggle  to  bond 
with  an  oversize,  well-mean- 
ing Mpriran  neighbour  (who 
may  be  a murderess);  or  at 
the  definitive  American  cri 
de  coeur  of  Louise  Lasser, 
playing  the  three  sisters' 
mother,  when  her  husband 
Ben  Gazzara  says  he  Is  leav- 
ing: “ Now  m have  to  have 
another  fucking  face-mu'1 

Is  it  sad?  Utterly.  When 
shrink  Baker  gets  his 
comeuppance  after  winning 
our  horrified  sympathy  for 


As  Tolstoy  almost  said,  afl  unhappy  fancies  are  interesting:  scene  from  Todd  Sokxxtr’e  'Happiness* 


his  compulsion  - put  amply, 
he  drugs  and  deflowers  a 
achoolfliend  of  his  son,  hint- 
ing at  a history  of  similar 
acts  - we  don’t  know 
whether  to  cheer  for  justice 
or  weep  for  its  victim.  Hoff- 
man is  a sexual  solipsist,  for- 
lorn and  frantic.  And  what 
of  poor  misnomered  Joy 
(Adams)?  An  adult  education 
supply  teacher,  she  cannot 
grow  up,  cannot  learn  and 
cannot  supply  herself  (with 
love).  After  driving  Lovitz  to 
his  grave,  she  falls  for  Jared 
Harris,  a mad  Russian  with 
a madder  wife. 

If  you  can  picture  Robert 
Altman’s  Short  Cuts  filtered 
through  James  Thurber  and 
Krafft-Ebing,  then  you  have 
a lively  imagination  and  it 
wiD  serve  you  here.  The  mix- 
ture is  nearly  inconceivable, 
yet  Solondz  achieves  it.  His 
camerawork  has  grown  np 
overnight.  You  may  think 


there  is  no  art  in  this  film’s 
gnomic  portraiture,  all  close- 
ups  or  medium  shots  of 
people  talking,  sighing, 
thinking,  despairing.  But  the 
interiors  are  lit  like  early 
Hockney  with  a pearly,  teas- 
ing, Sunday-painter  realism 
that  is  almost  surreal.  And 
the  cutting  has  a quiet,  sen- 
sational perfection,  like 
secret  letters  sliced  open 
with  a paper  knife. 

If  there  is  a better  film  this 
year  - one  with  a more 
encompassing  compassion 
about  the  solitude  we  each 
carry,  to  great  or  small 
degree,  through  our  busy, 
crowded,  "together"  lives  - 
we  must  establish  a new 
Thanksgiving  Day.  If  there 
are  any  better  films  in  the 
next  millennium,  we  will  all 
want  to  stay  alive  and  see  it 
out 

* 

The  director  Joel  Schu- 


macher should  be  offered 
early  retirement,  if  neces- 
sary at  the  point  of  a gun. 
He  wrecked  the  Batman 
senes  with  Batman  Forever 
and  Batman  and  Robin,  in 
8MM  (opening  next  week)  be 
turns  a queasily  «vnpaTTing 
Idea  by  Seven  screenwriter 
Andrew  Kevin  Walker  Into  a 
tawdry,  shallow  suspenser 
out  of  Friedldn’s  Cruising  by 
way  of  Schrader’s  Hardcore. 
(Walker  has  gone  all-but- 
nuclear  in  newspapers  about 
the  experience.) 

Nicolas  Cage  plays  the  pri- 
vate eye  investigating  a rich 
widow's  suspicion  that  her 
late  consort  was  involved  in 
snuff  filmmaking.  Wearing 
the  armour  of  smug  righ- 
teousness - a voyeur’s  best 
dress  code  - he  and  Schu- 
macher penetrate  the  seedy 
dens  and  red-light ' film  dis- 
tricts of  the  “other  Holly- 
wood”. This  Hollywood  is 


distinguishable  from  the 
mainstream  one  by  the  fact 
that  people  kill  to  make  rub- 
bish rattier  thap  making  it 
bloodlessly.  (Note  to  the  sen- 
sitive: there  is  no  evidence 
that  a snuff  film  Industry 
actually  exists  at  all.) 

Overacting  is  rife.  The  plot 
is  contrivance-driven.  The 
dialogue  is  unspeakable, 
though  not,  alas,  literally. 
And  at  the  Berlin  Film  Festi- 
val the  audience  shouted 
■ Scheisse!" . which  I consid- 
ered polite  restraint 

Only  Joaquin  Phoenix,  a 
young  actor  with  a squashed 
bug  face  - be  startlingly 
shared  parentage  with  River 
Phoenix  - emerges  with 
credit  and  does  so  again  in 
Return  To  Paradise.  Based 
on  a French  thriller  Force 
M ajeure,  itself  inspired  by  a 
true  story,  this  puts  drugs- 
charged  Phoenix  in  a Malay- 
sian slammer  where  execu- 


tion will  be  stayed  only  if  his 
vacation  buddies,  led  by 
Vince  Psycho  Vaughan, 
return  from  America  to  face 
their  share  of  the  music. 

Meanwhile  Anne  Psycho 
Heche  - what  is  this,  a Bates 
Motel  reunion?  - plays  Phoe- 
nix’s US  lawyer  who  spends 
many  a long  day,  or  so  it 
feels,  putting  the  persuaders 
on  Vaughan.  The  film  lasts 
109  minutes,  sans  wit  or 
energy  but  with  much  noir 
broodiness,  and  makes  a 
death  sentence  seem  almost 
lenient 

* 

The  contrast  between  An 
Ideal  Husband  and  Prometh- 
eus, two  British  films  press- 
shown  on  the  same  day,  was 
surely  conceived  by  some 
cosmic  mischief-maker.  The 
Wilde  adaptation  is  a fancy 
dress  party  from  one  of  our 
government-franchised  film 
companies,  designed  to  make 


audiences  go  “Grrri  We  want  ’ 
our  lottery  money  back.”  - 
Prometheus  is  a cine-pageant 
about  the  miners'  dispute, 
the  decline  of  the  working 
class  and  the  state  of 
Europe,  scripted  in  rhyming' 
tetrameters  by  poet  and 
part-time  filmmaker  Tony  ^ 
Harrison. 

It  lasts  two  hours  without 
break  and  makes  the  brain. 
and  all  parts  ache.  Hermes  is . 
played  by  Michael  Feast  a 
silver-suited  choric  priest, , 
who  pokes  his  mitre  in  our  r 
face  while  damning  the  ex- 
master  race.  (That  is,  the' 
Huns  who  gave  us  Belsan; 
not  ScargilTs  nationwide 
half-nelson.)  Sundry  coal-, 
men  come  and  go.  talking  of 
Mike  and  Angelo,  and  other, 
souls  who  fought  the  fight, 
for  mine  and  fire  and  "Got  a 
light?”,  as  Harrison  toasts 
emphysema  and  other  gifts . 
of  bis  redeemer.  No  racking , 
cough  wiD  put  him  off  his, 
hymn  to  smoking,  no 
“Ogghh!  Ogghh!”.  A gold 
Prometheus  he  too  hauls,' 
with  earnest  quips  on 
“golden  bans”.  *Nuff  said:  a r 
film  thig  Luddite,  arch  and. 
plod  din’  makes  the  Wilde 
seem  almost  modern. 

At  least  Rupert  Everett’s 
Lord  Goring  knows  how  to- 
deliver  an  epigram.  With .' 
perfect  lip-curl  he  recites  the  - 
one  about  loving  oneself  4 
being  the  start  of  a lifelong . 
romance,  though  one  is 
tempted  to  say  - no  one  else  t 
in  the  cast  being  as  good  - . 
that  it  only  seems  that  long. 
Everett  courts  Minnie  Driver , 
while  Minnie’s  brother  is. 
Jeremy  Narthiam  MP,  who 
loves  his  wife  (lately  BAF-, 
TA’d  Cate  Blanchett).  ■ 
thnnph  hoing  blackmailed  by 
Julianne  Moore,  wearing  a. 
red  dress  and  sinister  British 
accent  Oliver  Parker  directs  . 
without  imagination  and  the . 
colour  photography  is  early 
Rank  era.  But  at  least  the, 
lines  are  good  and  do  not . 
rhyme. 

Actresses  (Ventura  Pons)  is , 
a talky  Spanish  film  about 
fate,  chance  and  the  theatre. 
Picture  AU  About  Eve  acted " 
by  Iberians,  take  away  the  - 
original’s  wit  and  style,  and, 
then  wonder  how  movies, 
like  this  ever  cross  the  chan- 0 
neL 


Rich  mix  of  wisdom 
and  innocence 
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IHEATRE  ; , , 

ALASTAIR MACAULAY 

gamble 

Ofrrier  Theatre,  London  SE1  . 

Leonard  Bernstein's  Candida  - a 
cult  musical  that  has  eqjoyed  a 
chequered  history  and  whose 
sheer  cleverness  has  sometimes 
been  a pain  - comes  up  trumps 
in  its  new  production  at  the 
National  Theatre.  It  is  directed 
by  John  Caird  (assisted,  forsooth, 
by  Trevor  Nunn)  for  the  new  NT 
repertory  ensemble,  arid,  as  with 
the  Nunn-Caird  TroHus and  Cres- 
sida,  it  has  a few  faults  and  blips. 
Yet  all  the  energies  of  those 
involved  carry  it,  entertainingly 
and  touchingly,  along  its  long 
journey,  until  it  arrives  at  a rich 
blend  of  wisdom  and  innocence 
that  is  as  rare  th  the  theatre  as  it 
is  In  life. 

Few  musicals  have  ever  been 
more  ambitious  than  Candide: 
ambitious  in  spiritual  and  artistic 
terms.  Candida  retells  Voltaire's 
celebrated  novel,  and  never 
skimps  its  central  satire  of  the 
philosophy  of  optimism.. 'What  I 
love  in  this  Caird-Nunn  produc- 
tion is  that  it  catches  not  only 
Voltaire’s  satirical  spirit  but 


also  Candide’s  own  resilient - 
innocence.  The  show  becomes  a 
spiritual  journey,  like  Peer  Gynt. 
And  fun:  what  can  often  be  a 
series  of  wiseguy  jokes  becomes 
lovahle. 

The  production  is  a triumph  of 
ensemble.  John  Napier’s  set  is  all 
eloquent  simplicity:  one  huge  O 
hanging  at  an  angle  above 
another  oh  the  fioor,  and  the 
whole  wide  world  to.  be  discov- 
ered between  them.  Peter.  Dar^ 
ling,  whose  main  experience  is  as 
an  actor,  has  produced  astonish- 
ing quantities  of  vivid  choreog- 
raphy: the  fact  that  he  seems  to 
refs-  to  precedents  in  Suxm  Lake 
(both  the  traditional  one  and  the 
recent  Matthew  Bourne  version). 

- in  Ashton's  la  Pills  mal  gard£e, 
and  in  Mark  Morris’s  L’AJlegro, 
Penseroso,  Moderate  is  somehow 
perfect  fin-  this  literate  but  large- 
spirited  show.  The  large  orches- 
tra, conducted  by  Mark  W.Dor- 

- redisplays  Bernstein’s  score  of 
many  colours  with  attention  and 
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“ Stravinsky’s  Lb  Sacra  do 

TMTF'R  NATIONAL  ' Pnntemps  and  Petruschka,  and 

UN  1 a Ravefs  Boiero-  Apr  go,  21 


CHICAGO 

CONCERT 
Orchestra  Hall 

Tet  1-312-294-3000 
wwwjddcagosymphony.org 
Kathleen  Battle:  recital  by  the 
soprano  of  a programme 
including  works  by  Kandef, 
Mozart  and  Strauss,  with  pianist 
Martin  Katz;  Apr  18 

COPENHAGEN 

exhibition  . 

Louisiana  Museum  of  Modem 
Art;  Humlebaek 
Tel:  45-4919  0719  ■ 

wwwJouisiana.dk 
The  Asian  City  of  the  *90s: 
display  focusing  on  the 
processes  of  cultural,  , political 
and  economic  development  In 
Asia,  and  on  the  dialogue 
between  East  and  West;  to'. 

Apr  21  ' ' 

FLORENCE 

OPERA 

Teatro  Comunaie 

Teh  39-055-211153 
www.maggiJflorendno.com 
The  Queen  of  Spades:  by 
TchaSravsky-Conducted  by 
Semyon  Bydikbv  hi  a stagfofl  by 
Lev  Dodki;  Apr.15, 18.  2T 

GENEVA 

DANCE  _ ’ 

BStfment  des  Forces  Motnces 
Tel:  41-22-418  3000 


AMSTERDAM 

DANCE 

Het  Muziektheater 

Tel:  31-20-551  8911 
m Leipzig  Ballet:  triple  bill  of 

works  by  Uwe  Schotz;  Apr  15,  . 

17.18  . 

• Nadedands  Dans  Theater  I: 
programme  of  works  by  Inger, 
Ljghtfoot,  KyBSn  and  Van  Manen; 
Apr  20,  21 

OPERA 

Netherlands  Opera,  Het 
Muztektheater 

Tel:  31-20-551  8911 
Otellortjy  Verdi.  Conducted  by 
Carlo  Rizzi  In  a staging  by  Klaus 

Michael  Grilber,  with  a cast  led 
by  Vladimir  Bogachov;:Apr  16. 19 

BERLIN 

DANCE. 

Deutsche  Oper 
Tel:  49-30-343844)1 
m.  Tokyo  Ballet  In  the  German 
premiere  of  Maurice  B6jarfs 
staging  of  The  Nutcracker  Apr.  ■ 

15. 16. 17. 18 

• Tokyo  Ballet:  in  a Maurice 
Bejart  programme  comprising 


CLOUD  GATE  DANCE  THEATRE 

Rice  is  rice  is  rice 


Carnap  up  trumps:  Daniel  Evans  and  Simon  Rusaafl  Bala  in  Bernstein's  flawed  musical 


t*9Bl  NanMgnn 


The  central  axis  of  the  show  is 
provided  by  the  performances  of 
Simon  Russell  Beale,  as  both  the 
narrator  Voltaire  and  the  philoso- 
pher Dr  Pangloss,  and  of  Daniel 
Evans  in  the  title  role.  Once 
Beale/Voltaire  starts  to  narrate. 


Candida  begins  to  fly.  He  has 
authority,  wit,  mystery,  sus- 
pense. His  only  fault  is  a ten- 
dency to  archness,  especially  evi- 
dent in  pausing  before  the  final 
pay-off  word  of  a sentence.  He 
sings  extraordinarily  wdl*  musi- 
cal and  dramatic  values  both 
take  wing,  and  speeds  and  song 
become  seamless.  And  every  time 
he  steps  into  his  alternate  char- 
acter as  the  increasingly  buffeted 
Pangloss  is  a little  piece  of  bliss. 
Evans,  by  contrast,  gives  us  the 
radiant  naivete  of  Candide:  a 
naivete  less  of  surface  than  of 
heart 

Amid  a large  and  talented  cast 


Ballet  du  Grand  Thddtre  de 
Geneva:  La  Bayadere.  New 
staging  by  Etienne  Frey,  with 
designs  by  GdraJd  Poussin.  With 
the  Orchestra  de  la  Suisse 
Romande  conducted  by  Thomas 
Rdsner;  Apr  15, 16, 17, 18, 19 

LONDON 

CONCERTS 
-Barbican  Hafl 

Tet  44-171-638  8891 

• City  of  London  Sinfonia: 
conducted  by  Richard  Hickox  in 
works  by  Strauss,  Haydn  and 
Beethoven,  with  soprano 
Christine  Brewer;  Apr  21 

• London  Symphony  Orchestra: 
conducted  by  Michael  TUson 
Thomas  in  works  by  Charles 
Ives,  Carl  Ruggles  and  Bruckner; 
Apr  15 

• London  Symphony  Orchestra: 
conducted  by  Michael  Tilson 
Thomas  in  Works  by  Haydn, 

Bart 6k  and  Sibelius,  with 

viola  soloist  Yuri  Bashmst; 

Apr  18 

Royal  Festival  Hafl 
Tel:  44-171-960  4242 

• London  Phifoamioruc 

Orchestra:  conducted  by  Leon  ' 
Botstsin  in  works  by  Wagner, 
Khachaturian,  andDvcR^k; 
Aprie  

' # London  PhUhamonic 
Orchestra;  conducted  by  Daniel 
Harding  In  works  by  Brahms, 
Mozart,  and  Strauss;  Apr  20 

• Phflharmonia  Orchestra: 
conducted  by  Christian 
THetemann  m works  by  Brahms 
and  Schunarin.  with  piano 
soloist  Andrea  HaefBger; 

Apr  17 


consisting  entirely  of  (that  rare 
species)  real  singing  actors,  many 
performers  make  memorable 
Impressions:  Elizabeth  Renihan 
as  the  maid  Paquette,  Simon  Day 
as  the  disdainful  Maximilian, 
Denis  Quill ey  as  the  pessimist 
Martin,  Alexander  Hanson,  Mich- 
ael Wildman,  and  Cbu  Omam- 
bala,  and  Marie  Umbers  in  several 
roles  each.  Alex  Kelly  - even 
though  she  smudges  the  sharper 
details  of  “Glitter  and  be  gay” 
and  coarsens  the  stage  business 
that  accompanies  it,  - is  a Cun6- 
gonde  whose  artlessness  and 
spontaneity  carry  important 
parts  of  the  show.  Beverley  Klein 


EXHIBrilONS 
Royal  Academy  of  Arts 
Tel:  44-171-300  8000 

• Monet  in  the  20th  Century: 
arriving  in  London  from  Boston, 
this  exhibition  brings  together  80 
late  works  by  the  founder  of  ' 
Impressionism;  to  Apr  18 

• Vasily  Kandinsky: 
Watercolours  and  other  Works  on 
Paper.  140  works  on  paper 
spanning  the'  whole  of  the  artist’s 
careen  to  Jul  4 

OPERA 

English  National  Opera, . 
London  Coliseum  ■ 

Tel:  44-171-632  8300 
MeftstofeJe:  by  Boito.  Conducted 
by  Oliver  von  Dohrianyi  in  a new 
staging  by  Ian  Judge;  Apr  15, 17 

LOS  ANGELES 

CONCERTS 

Dorothy  Chandler  Pavilion 

Tel:  1-213-3 65  3500 
www.laphil.org 
Los  Angeles  Philharmonic: 
-conducted  by  Emmanuel  Krivtne 
in  works  by  R.  Strauss,  with 
piano  soloist  Martha  Argerich; 

Apr  15, 16. 17. 18 

EXHIBITION 
J.  Paul  GeQy  Museum 
BrassaE  The  Eye  of  Paris- 
Retrospective  comprising  140 
works,  which  coincides  with  the 
100th  anniversary  of  the 
photographer’s  birth.  Dubbed 
the  eye  of  Paris'  by  Henry  Miller,' 
BrassaJ  celebrated  the  chy  in 
photographic  series  including 
‘Paris  by  Night'.  Originated  in 
Houston,  the  show  will  transfer 


brings  her  oxyacetylene  vibrato 
and  enjoyably  coarse  acting  to 
the  failsafe  role  of  the  Old 
Woman:  her  timing  and  attack 
pay  dividends. 

John  Caird  has  assembled  a 
new  text  cf  Candide  that  is  dar- 
ingly long  at  three  and  a quarter 
hours  but  richly  rewarding.  How 
many  marvellous  ensembles 
there  are?  And  how  much  this 
tells  us  about  the  larger  meaning 
of  Candide.  At  the  end  of  the 
show,  we  pass  from  one  ensemble 
wonder,  the  fangs'  Barcarolle,  to 
another,  “Make  Our  Garden 
Grow”,  as  if  from  winter  to 


to  Washington;  to  Jul  4 

MUNICH 

CONCERTS 
Philharmonte  Gasteig 
Tel:  49-89-5481  8181 

• Maxim  Vengerov:  recital  by 
the  violinist  of  works  by  Brahms, 
Prokofiev,  Chausson  and  Ravel, 
with  pianist  Leon  McCawiey; 

Apr  15 

• Vienna  Philharmonic 
Orchestra:  conducted  by  Roger 
Nonington  in  works  by  Nicolai, 
Bellini,  and  Bruckner,  with  piano 
soloist  Friedrich  Hfiricke;  Apr  19 

EXHIBITION 
Haus  der  Kunst 
Tel:  49-89-211270 
Angelika  Kauffman  (1741-1807): 
retrospective  of  works  by  the 
Swiss  decorative  artist,  who  was 
a founder  member  of  London's 
Royal  Academy.  Indudes 
paintings,  drawings,  prints  and 
porcelain;  to  Apr  18 

NEW  YORK 

OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Tel:  1-212-362  6000 
www.metopera.org 

• Susannah:  by  Floyd-  James 
C onion  conducts  a new  staging 
by  Robert  Falls,  with  a cast  led 
by  Renee  Fleming  and  Samuel 
Ramey;  Apr  16 

• The  Queen  of  Spades:  by 
Tchaikovsky.  Conducted  by 
Valery  Gergiev  in  a revival  of 
Elijah  Moshinsky’s  staging, 
designed  by  Mark  Thompson. 
The  cast  is  led  by  Placido 


Rice.  More  rice.  Tons  of  rice  - 
raining  down  on  a motionless 
man  for  over  an  hour,  piling  up 
on  the  stage,  half-burying 
another  chap.  Hung  about,  glit- 
tering in  the  air  like  a fire-work 
display,  scattered,  gathered,  cas- 
cading down  with  the  density  of 
monsoon  rain,  pushed  about  in  a 
triumph  of  lethargy  by  someone 
I thought  of  as  Joe  the  Sweeper. 
Thus  the  Cloud  Gate  Dance 
Theatre  from  Taiwan,  appearing 
for  the  first  time  at  London's 
Sadler’s  Wells  in  a spectacle  last- 
ing 75  minutes.  Songs  of  the 
Wanderers.  The  producer/ chore- 
ographer is  r.in  Hwai-xnin,  and 
the  message  of  this  dramatic 
risotto  is  that  Life  is  a Journey. 
Frankly,  if  it  means  trudging  at 
snail's  pace  through  this  Gobi  of 
rice-grains,  rU  wait  for  a taxi. 

Hie  staging  plays  as  its  trump 
card  the  idea  of  oriental  slow- 
ness of  means.  So  characters  - 
pilgrims  on  Life’s  Way  - trail 
over  the  stage,  each  bearing  a 
staff  decorated  with  a tiny  bell 
and  all  working  bard  on  the  idea 
of  inertia  as  art.  If  the  produc- 
tion aims  for  some  retigioas  sig- 
nificance, its  melange  of  Buddh- 
ist contemplation  and  Hinduism, 
against  a sound-track  of  doleful 
Georgian  male  singing,  has  an 
unlikely  air.  The  language  is 


Domingo,  Gafina  Gorchakova 
and  Olga  Borodina;  Apr  15 

New  York  City  Opera,  New 
York  State  Theater 
Tot  1-212-870  5570 
www.nyccmera.com 
Intermezzo:  by  R.  Strauss.  New 
staging  by  Leon  Major,  with  sets 
by  Andrew  Jackness  and 
costumes  by  Martha  Mann. 
Conducted  by  George  Manahan; 
Apr  18, 18,  21 

PARIS 

EXHIBITION 
Museedu  Louvre 

Tel:  33-1-4020  5151 
www.louvre.fr 

Le  Pyramids  du  Louvre  & 10  Ans: 
programme  of  lectures,  walks, 
concerts  and  films,  celebrating 
the  pyramid's  10th  anniversary; 
to  Apr  21 

OPERA 

Opdra  National  de  Paris,  Opdra 
Bastille 

Tel:  33-1-4473  1300 
www.opera-de-paris.fr 

• Lohengrin:  by  Wagner. 
Conducted  by  Mark  Elder  in  a 
staging  by  Robert  Careen,  with 
designs  by  Paul  Steinberg; 

Apr  19 

• Luda  di  Lammermoon  by 
Donizetti.  Conducted  by  Bruno 
Campanelta  in  a staging  by 
Andrei  Serban  and  Robert 
Careen,  with  designs  by  William 
Dudley;  Apr  17 


SWANSEA 

OPERA 
Grand  Theatre 


part  old-fashioned  modern, 
dance,  part  Tai-chi,  and  all  por- 
tentousness. Rice-coloured  cos-' 
tames  — cunningly  tattered  — are 
by  Taurus  Wah.  The  sight  of 
these  oh-so-slow  performers 
changing  position,  clambering' 
over  eacb  other  with  all  the; 
merry  vivacity  of  a sloth,  is- 
intriguing  for  about  five  min- 
utes, after  which  delight  gives, 
way  to  stifled  yawns.  Bowls  of 
fire  are  brought  on,  about  which 
everyone  seems  terribly  serious,' 
but  the  point  (other  than  that 
something  might  be  cooking 
could  It  be  a paella?)  escaped  me~ 
There  are  moments  when 
angst  takes  hold  of  the  players:1 
the  women  tend  to  swish  their 
hair  about  and  (daw  at  the  air; 
the  men  go  in  for  anguished] 
screenings  in  the  rice-piles.  Mean- 
time the  rice  goes  on  pouring^ 
over  the  immobile  Buddha-fig-' 
ure,  whose  powers  of  concentra- 
tion and  stillness  are  the  most' 
remarkable  thing  about  the. 
evening.  It  is,  ultimately,  a per^ 
formance  having  one  trick  to[ 
play,  and  - as  Gertrude  Stein- 
nearly  said  - rice  is  rice  is  rice.  * 

9 

Clement  Crisp  | 

Principal  sponsor  Is  ACER. 


Teh  44-1792-475  715 

• Welsh  National  Opera:  Hansel 
and  Gretel,  by  Humperdinck- 
Conducted  by  Wtadimlr  Jurowski 
in  a staging  by  Richard  Jones; 
Apr  15 

• Welsh  National  Opera:  Peter 
Grimes,  by  Britten.  Carlo  Rizzi 
conducts  a staging  by  Peter 
Stein,  with  a cast  led  by  John 
Daszak;  Apr  17 

TOKYO 

DANCE 

NHKHaU 

The  Royal  Baftet  tour  Swan 
Lake;  Apr  16. 17, 18. 19 

TV  AND  RADIO 

• WORLD  SERVICE 

BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  international 
Monday  to  Friday,  GMT: 

(XL30:  Moneyfine  with  Lou  Dobbs 
1&30:  Business  Asa 
19.30:  World  Business  Today 
22.00:  World  Business  Today 
Update 

• Busmeea/Market  Reports 
05:07;  06:07;  07:07;  0820;  0920; 
1020: 1150;  1132;  122Q;  1320; 
14:20. 

At  0820  Tanya  Beckett  of  FTTV 
reports  five  from  L1FFE  as  the 
London  market  opens. 
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COMMENT  & ANALYSIS 


SAMUEL  BRITTAN 

ECONOMIC  VIEWPOINT 


Budget  revisited 


Britain's  annual  Budget  ritual  is  a spectacle  wondrous  to  behold, 
but  causes  more  confusion  than  it  is  worth 


The  British  love  sporting 
occasions  and  they  also  love 
an  achievement  against 
unnecessarily  heavy  odds. 
The  annual  Budget  is  an 
example  of  both. 

My  main  excuse  for 
returning  to  the  Budget  over 
five  weeks  after  the  event  is 
that  the  House  of  Commons 
Treasury  Committee  has 
courageously  issued  a 
report.  The  1999  Budget, 
which  despite  the  group's 
Labour  majority,  makes 
some  trenchant  criticisms  of 
Budget  presentation. 

The  Budget  emerges  just 
before  5pm  on  a Tuesday 
afternoon  in  the  form  of  a 
speech  of  just  over  an  hour 
in  length,  containing  a 
mixture  of  partisan  rhetoric, 
technical  announcements 
and  all  stations  in  between. 
Because  of  the  market  havoc 
caused  by  the  late  afternoon 
announcement  of  a change 
in  interest  rates,  the 
European  Central  Bank  has 
said  that  it  will  In  future 
make  these  announcements 
at  noon.  But  even  such  a 
minor  improvement  is  too 
revolutionary  for  the  British 
Treasury. 

Some  of  the  confusing 
elements  are  probably  due  to 
nothing  more  sinister  than  a 
misguided  attempt  by  the 
chancellor  or  his  advisers  to 
keep  down  the  length  of  the 
speech  by  cutting  out  vital 
explanatory  phrases  such  as 
the  time  period  for  which 
key  figures  apply. 

A large  explanatory  “Red 
Book”  is  also  issued  which 
nobody  can  be  expected  to 
digest  in  a single  evening. 
This  used  to  be  called  just 
"Financial  Statement  and 
Budget  Report".  But  it  is 
now  called  "Building  a 
Stronger  Economic  Future 
for  Britain". 

Nevertheless,  as  a result  of 
a Herculean  effort,  made 
necessary  only  by  the  nature 
of  the  ritual,  papers  such  as 
the  financial  Times  manage 


to  provide  comprehensive 
coverage. 

Given  the  circumstances, 
there  should  be  a premium 
on  conciseness  in  the  Red 
Book.  Unfortunately  the 
trend  has  been  in  the  other 
direction.  Nigel  Lawson's 
Red  Book  of  1987  contained 
67  pages.  Kenneth  Clarke's 
Red  Book  for  1987  had 
expanded  to  160  pages. 
Gordon  Brown  has  added 
more  to  bring  the  1999  total 
up  to  189. 

Where  the  present 
chancellor  has  excelled 
himself  is  in  the  confusing 
presentation  of  his 
measures.  The  1987  Red 
Book  had  a one  page  first 
table  in  which  the  tax 
proposals  were  divided  into 
headings  such  as  Income 
Tax,  Excise  Duties,  VAT. 
Inheritance  Tax  and 
Corporation  Tax.  Not  very 
thrilling,  but  useful.  The 
Conservative  Budget  for  1997 
had  already  become  more 
propagandist  fts  first  table 
contained  hardly  any  figures 
but  listed  goals  such  as 
Lasting  Prosperity,  Helping 
People  Keep  More  of  what 
they  Earn.  High  Quality 
Public  Services.  The  actual 
Budget  measures  were  not 
listed  until  a detailed  table 
on  page  146.  But  at  least  that 
table  kept  to  the  boring  but 
useful  headings  such  as 
Inland  Revenue,  Customs 
and  Excise,  and  National 
Insurance  Contributions. 

In  1999  this  table  is 
brought  forward  to  page  13 
and  for  good  measure 


repeated  in  identical  form  on 
page  130.  But  the  old  official 
type  headings  have  given 
way  to  propagandist  titles 
such  as  Raising 
Productivity,  Increasing 
Employment  Opportunity, 
Building  a Fairer  Society.  To 
find  out  how  much  the 
upper  earnings  limit  for 
employee  national  insurance 
contributions  has  been 
increased,  one  would  have  to 
guess  that  it  comes  under 
Increasing  Employment 
Opportunity. 

One  can  forgive  quite  a lot 
of  the  appalling  presentation 
for  the  sake  of  the 
substance.  Mr  Brown  has 
removed  two  obsolete  and 
harmful  reliefs  - that  for 
mortgage  interest  and  the 
so-called  married  couples 
allowance.  He  has  unproved 
the  national  insurance 
progression  to  increase 
incentives  and  lower  the 
poverty  tax.  He  has  also 
undertaken  desirable 
measures  of  redistribution 
towards  families  with 
children,  where  much  of 
today's  poverty  tends  to  be 
found,  and  to  provide  top-up 
benefits  for  those  who  prefer 
to  work  for  modest  pay 
rather  than  try  to  claim  the 
dole.  He  has  moreover  made 
a good  start  on  his  declared 
aim  of  integrating  tax  and 
the  social  security  into  what 
might  eventually  be  called  a 
negative  income  tax. 

There  is  however  much  to 
forgive.  He  has  apparently 
abandoned  the  goal  of 
simplification  and  tax 


Financial  effects  of  successive  UK  Budgets 


Era 

1999-2000 

(nort-indexed) 
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(indexed) 

2000-01 
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neutrality  to  a far  greater 
extent  than  is  necessary  to 
achieve  the  above  goal. 
Earned  income  is  now  to  be 
taxed  at  three  different  rates 
and  income  from  savings  at 
four,  which  are  themselves 
different  from  the  rates  on 
earnings.  There  are  also 
many  weird  and  wonderful 
reliefs  and  allowances  which 
are  meant  to  improve 
productivity,  including  - i 
understand  it  correctly  - 
help  for  employers  who  lend 
bicycles  to  their  staff  to  get 
into  work. 

As  several  witnesses  to  the 
Treasury  Committee  pointed 
out  such  incentives  do  not 
cost  very  much  in  total  and 
are  unlikely  to  do  much 
harm  or  much  good.  But 
they  are  a reminder  of  Old 
Labour's  propensity  towards 
selective  intervention.  Of 
course  market  failures  exist 
But  at  the  very  least  the 
government  should  in  future 
adopt  the  suggestion  of 
Andrew  Dilnot  of  the 
Institute  for  Fiscal  Studies 
HFS)  and  identify  which 
specific  market  failure  each 
new  intervention  is  meant  to 
correct 

The  Treasury  Committee's 
first  suggestion  is  that  tables 
of  the  financial  effects  of 
successive  budgets  should  be 
shown  both  separately  and 
combined,  and  taxation  and 
expenditure  figures  should 
he  distinguished  on  a 
consistent  basis.  The 
committee  has  done  this 
itself  by  painfully  combining 
different  tables  in  the  Red 
Book.  The  result  is 
reproduced  here.  It  should 
end  once  and  for  all  the 
argument  about  whether  the 
1999  Budget  reduced 
taxation. 

The  combined  effect  of  all 
Labour  Budgets  up  to  the 
1999  one  has  been  to 
increase  the  tax  burden 
substantially  by  methods 
which  are  called  “stealth 
taxes"  by  those  who  do  not 
like  them.  The  1999  Budget 
merely  reduced  the  severity 
of  these  increases.  Whether 
you  call  this  a reduction  or 
not  depends  on  which  side  of 
the  House  you  sit. 

It  is  difficult  to  see  why 
the  chancellor  resists  such 
straightforward 
explanations.  He  was 
previously  criticised  by 
financial  purists  for  not 
increasing  taxes  enough  and 
leaving  too  much  of  a 
burden  on  monetary  policy. 
He  has  replied  quite 


Legitimately  that  he  has 
tightened  the  fiscal  stance 
by  a record  3 per  cent  of 
gross  domestic  product. 

He  could  now  just  say  that 
be  can  afford  to  loosen  the 
screw  a bit.  but  not  all  the 
way.  If  such  an  admission 
costs  Labour  one  seat  at  the 
next  general  election  I would 
be  more  than  astonished. 

Another  suggestion  is  that 
the  leaflet  which  the 
chancellor  intends  to 
distribute  to  each  household 
should  contain  an 
independent  element 
provided  by  the  national 
Audit  office  or  the  IPS  to 
guarantee  impartiality.  I 
would  suggest  that  this 
element  should  extend 
beyond  the  leaflet  to  the  Red 
Book  itself. 

There  is  a further 
suggestion  made  before, 
which  the  government  still 
ignores.  This  is  that  the 
chancellor  should  stop 
lumping  together  the  cost  of 
popular  measures  over  three 
years  and  mixing  them  up 
with  other  annual  items. 

I would  like  to  add  one 
more  suggestion.  The 
original  idea  of  a Green 
Budget  was  to  present  the 
chancellor's  detailed 
proposals  a few  months 
beforehand  so  that  they 
could  be  properly  studied. 

This  was  proposed  in  1980  by 
the  Armstrong  Committee  of 
which  1 was  a member.  It  is 
particularly  necessary  under 
the  British  system  whereby 
what  the  chancellor  says  on 
Budget  day  normally 
becomes  law  unless  there  is  | 
a huge  public  outcry  or  he  | 
has  committed  a technical 
howler. 

The  present  Pre-Budget 
i Report  is  not  really  a Green 
Budget  but  a rather  general 
restatement  of  government 
economic  policy  with  a good 
deal  of  partisan  pleading  for 
good  measure. 

The  reason  why  both  Mr 
Brown  and  his  Conservative 
predecessors  rejected  the  fill] 
Armstrong  idea  was  the  fear 
that  it  would  allow  interest 
group  pressures  to  build  up 
and  impede  much  reform. 

But  this  constraint  is  surely 
less  important  halfway 
through  a parliament  when 
most  chancellors  have 
already  announced  the  more 
unpopular  reforms  which 
they  have  in  mind. 

So  the  coming  autumn  or 
winter  would  be  the  ideal 
time  to  introduce  a Green 
Budget  worthy  of  the  name. 


LETTERS  TO  THE  EDITOR 


Driving  home  the  need  to 
manage  workload  sensibly 


From  D.J.  Motion. 

Sir.  Very  many  years  ago. 
when  a batsman  at  cricket 
left  a difficult  ball  alone,  his 
action  was  often  greeted 
with  genteel  applause  from 
the  spectators  and  exclama- 
tions like  "Well  left.  Sir"  or 
even  “Well  played. 
Sir!". 

Part  of  the  solution  to  the 
problem  posed  by  Richard 
Tomkins  in  his  article  on 
time  management  “Old 
father  time  becomes  a 
terror".  (FT  Weekend,  March 
20/21),  and  related  tensions, 
lies  in  this  action  of 
the  batsman,  to  decide  what 
to  leave,  in  the  options  that 
confront  us  every 
day. 

Prof  Parkinson  was  right 
when  he  said  that  however 


feeble  the  tasks  before  us. 
they  will  grow  to  fill  the 
time  available  and,  if  I might 
add,  generate  the  right  kind 
of  tensions. 

Just  as  our  batsman  has  to 
decide  which  balls  to  smack 
and  which  to  leave  alone, 
we  need  to  decide  an 
order  of  importance  (priori- 
tisation) and  then  try  to 
perform  duties  within  the 
set  time  frame  (that  is. 
at  a good  rate  of  productiv- 
ity!. 

I do  not  believe  that  we 
are  working  harder  than  our 
forbears. 

Perhaps,  we  are  working 
harder  in  the  field  of  high 
finance,  where  it  has  become 
fashionable  to  work  late, 
unlike  the  old  bankers  who 
rarely  stirred  out  and 


departed  from  their  banks 
on  the  dot.  Zn  most  other 
areas,  in'  factories,  in  the 
fields,  in  homes,  and  even  in 
offices,  which  account  for 
the  bulk  of  all  work,  the  load 
has  not  increased,  whereas 
leisure  certainly  has. 

The  solution  lies  in  stri- 
king a proper  balance 
between  the  needs  of  leisure, 
family  and  health  on  one 
hand,  and  duty  on  the  other, 
and  not  allowing  ode  to 
transgress  on.  the 
other. 

With  such  a balance,  ten- 
sions  will  surely  decrease. 


DJ.  Madan 

28  Altamont  Road 

Bombay 

400  026 

India 


Is  trade  really 
this  preferable 
to  aid? 


Consumers  do  not  need 
one-sided  protection 


From  Mr  Robert  Coleman. 

Sir.  If  the  logic  of  Mrs  Kin- 
nock's  letter  (April  12)  on 
the  European  Union  harmna 
regime  is  correct,  the  Carib- 
bean producers  can  start 
breeding  sturgeon  and 
exporting  caviar  to  the  EU. 

That  it  costs  the  European 
consumer/taxpayer  some- 
thing like  £12  for  every  £1  of 
support  received  by  poor 
banana  growers  in  the  Carib- 
bean does  not  seem 
to  faze  her. 

Her  argument  is  that  any 
trade,  no  matter  bow  com- 
paratively disadvantageous 
and  conducive  to  EU  extrav- 
agance and  corruption,  is 
preferable  to  any  direct  aid, 
no  matter  how  transparent 
and  productive. 


Robert  Coleman, 
director, 

US  Offshore, 

Roman  House, 

296  Golders  Green  Road, 
London  NW11  9PT,  UK 


From  Mr  John  Hall  QC. 

Sir,  Ms  Shelia  McKechnie 
(Letters,  April  12)  knows 
very  well  that  the  point  of 
my  letter  of  April  6 was  that 
the  Ombudsman  should  be 
impartial.  I did  not  say  that 
consumers  of  financial  ser- 
vices need  no  protection. 
What  has  angered  Ms 
McKechnie  is  my  assertion 
that  the  Financial  Services 
Bill  is  biased  in  favour  of  the 
consumers  she  represents. 

I agree  that  consumers 
should  be  protected,  but 
they  do  not  need,  and  should 
not  be  given,  the  extrava- 
gant and  one-sided  protec- 
tion the  bill  affords. 

Why,  for  example,  should 
the  Ombudsman’s  award  be 
binding  on  the  firm,  but  not 
on  the  customer?  Why 
should  the  Ombudsman  not 
be  obliged  to  decide  his  cases 
according  to  law? 

The  bill  empowers  the 
Ombudsman  to  award  com- 
pensation on  the  basis  of 
what  he  considers  “fair  and 


reasonable  in  all  the  circum- 
stances”. This  means  that, 
unlike  a judge,  he  will  not  be 
obliged  to  decide  issues  of 
liability  or  damages  accord- 
ing to  legal  rules  and  will  be 
able  to  award  damages  of  up 
to  £100,000  even  if  there  has 
been  no  breach  of  the  com- 
pany's obligations.  This 
stands  the  rule  of  law  on  Its 
head  and  will  also  give  rise 
to  many  practical  difficul- 
ties. How  will  a company's 
legal  adviser  decide  whether 
his  client  should  fight  or  set- 
tle. when  he  cannot  tell 
whether  issues  of  liability 
and/or  damages  will  be 
decided  according  to  the  law 
or  to  palm  tree  justice? 

My  opposition  to  these 
provisions  is  due  to  repug- 
nance at  the  proposed  set- 
ting aside  of  the  rules  of  law 
and  fairness. 


John  Hall, 

Francis  Taylor  Building, 
Temple, 

London  WC1,  UK 


Number  One  Southwark  Bridge,  London  SE1  9HL 
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PERS0NAL  VIEW  WILLIAM  WALLACE 


Meeting  of  minds 


Soul-searching  in  Moscow 


The  US  and  the  EU  must  resolve  their  cultural  differences  if  they  want  to  make  any  real 
progress  on  international  co-operation  and  trade 


The  Kosovo  crisis  has  stirred  up  old  Slavophile  feelings  in  post-Soviet  Russia.  But, 
says  John  Thornhill,  not  all  Russians  support  the  Serbs 


The  US  and  its  Euro- 
pean allies  are  now 
militarily  commit- 
ted in  south-eastern 
Europe  and  about  to  embark 
on  the  new  “Millennium 
Round"  of  trade  negotia- 
tions. 

Economic  setbacks  in  East 
Asia  and  Latin  America  and 
political  stalemate  in  Japan 
make  transatlantic  co- 
operation even  more  central 
to  an  open  global  economy 
and  a stable  world  order.  Yet 
the  gap  in  mutual  under- 
standing between  US  policy- 
makers and  their  European 
counterparts  is  wide. 

The  Congressional  mood 
on  trade  relations  Is  ugly. 
“The  embers  of  protection- 
ism are  clearly  smouldering 
on  Capitol  Hill,"  Bruce 
Stokes  wrote  in  the  National 
Journal  after  the  House's 
approval  of  legislation  on 
steel  quotas  last  month, 
“ready  to  burst  into  flames 
with  the  slightest  downturn 
in  America's  economy." 

Congressmen  who 
attended  a recent  Transat- 
lantic Policy  Network  con- 
ference in  Italy  portrayed 
themselves  as  a threatened 
minority  of  free  traders, 
squeezed  between  rightwing 
isolationists  and  leftwing 
protectionists. 

They  see  America’s  widen- 
ing trade  deficit  with 
western  Europe  as  evidence 
in  itself  or  European  protec- 
tionism, aggravated  by  the 
“output  gap"  in  the  German 
economy  which  - to  them  - 
follows  from  Germany’s  fail- 
ure to  reform  its  labour  mar- 
ket and  social  policies 
towards  the  more  efficient 
Anglo-Saxon  model.  They 
cite  the  repeated  failures  to 
open  European  agricultural 
markets,  evident  yet  again 
at  the  March  European 
Council  in  Berlin,  as  demon- 
strating an  overall  effort  to 
bend  the  rules  of  world  trade 
to  European  advantage.  The 
beef  hormone  issue,  one 
remarked,  “is  Just  a ruse  to 
reftise  our  beef’. 

On  broader  economic  and 
political  issues.  Washington 
politicians  also  complain 
that  Europe  is  not  pulling  its 
weight.  They  see  themselves 
as  “running  a monetary  pol- 
icy not  just  for  the  US  but 
for  the  world”  (as  one  Wash- 
ington commentator  put  it) 
in  sharp  contrast  to  the 


introverted  perspective  of 
the  European  Central  Bank; 
acting  as  importer  of  last 
resort  to  keep  the  world 
economy  growing,  while 
Europeans  drag  their  feet 
even  an  opening  their  mar- 
kets to  eastern  Europe. 

European  Incoherence  on 
important  issues  is  a con- 
stant irritant.  US  officials 
have  pushed  their  European 
counterparts  to  share  strate- 
gic approaches  to  Russia. 
Ukraine,  Turkey,  central 
Asia  and  China,  but  have 
received  only  muffled 
responses. 

Part  of  this  bill  of  com- 
plaint against  the  European 
allies  is  justified.  Failure  to 
agree  on  the  agricultural 
reform  package  at  Berlin 
was  a triumph  for  France,  at 
the  expense  both  of  Euro- 
pean Union  enlargement 
negotiations  and  of  wider 
interests  in  the  Millennium 


Europe  every  time  the  EU 
wavers  on  World  Trade 
Organisation  rulings  is 
accompanied  by  Congressio- 
nal unilateralism,  often  in 
response  to  domestic 
lobbying. 

Two-thirds  of  the  world’s 
population  is  now  covered 
by  some  form  of  US 
economic  sanctions.  If 
European  - governments 
(unwisely)  pushed  the  Iran- 
Libya  Sanctions  Act,  or  US 
legislation  on  trade  with 
Cuba,  to  WTO  trade  panels, 
Americans  would  insist  that 
political  priorities  must  over- 
ride legal  determination.  Yet 
where  European  domestic 
politics  constrains  trade 
negotiations,  as  on  beef  hor- 
mones and  genetically  modi- 
fied organisms,  .Washington 
is  narrowly  litigious. 

Triumphalism  about  the 
American  economic  model  is 
accompanied  by  aggressive 


Washington’s  self-image  of  coherent 
and  strategic  foreign  policy  leadership 
is  far  away  from  European  experience 
of  disjointed  demands  from  different 
Washington  agencies 


Round.  In  transatlantic 
negotiations  Americans  find 
themselves  facing  both  the 
European  Commission, 
which  is  responsible  for  tra- 
ditional trade  issues  but  not 
for  the  widening  agenda  oF 
services,  environmental  and 
social  policies,  and  EU  mem- 
ber governments,  with  a dif- 
ferent government  in  the 
presidency  every  six  mouths. 

Finland  promises  to  focus 
on  European  strategy 
towards  Russia  in  its  forth- 
coming EU  presidency.  But 
Its  approach  confirms  US 
scepticism  about  parochial 
European  governments,  by 
defining  relations  with  Rus- 
sia as  part  of  Europe’s 
“northern  dimension",  as  if 
Russia  only  had  a maritime 
frontier  on.  the  Baltic. 

But  American  discontent 
with  Europe  goes  for  beyond . 
this.  There  is  an  alarming 
mixture  of  resentment,  self- 
righteousness  and  plain  mis- 
information in  the  Washing- 
ton debate.  Determination  to 
retaliate  against  Fortress 


attacks  on  European  social 
capitalism,  by  Democrats  as 
well  as  Republicans. 

With  environmental  issues 
and  sustainable  development 
on  the  agenda  for  the  Millen- 
nium Round,  there  is  little 
understanding  across  the 
Atlantic  that  a European 
Union  which  has  a popula- 
tion 40  per  cent  larger  than 
the  US.  but  crowded  into  a 
third  of  the  space,  must  be 
more  sensitive  to  social 
order,  environmental  preser- 
vation and  even  aircraft 
noise. 

Washington’s  self-image  of 
coherent  and  strategic  for- 
eign policy  leadership  is  far 
away  from  European  experi- 
ence of  disjointed  demands 
from  different  Washington 
agencies.  The  US  Trade  Rep- 
resentative announced  the 
details  of  sanctions  against 
Britain  in  the  banana  dis- 
pute the  day  after  British 
planes  had  supported  the  US 
in  renewed  strikes  on  Iraq. 

American  relations  with 
Europe  are  managed 


through  many  different 
channels:  through  Nato, 
through  bilateral  links  with 
European  states  and  through 
six-monthly  EU-US  summits. 
These  last  have  the  least 
political  resonance  In  Euro- 
sceptic  Washington  and  the 
most  precarious  place  in 
policymakers’  calendars. 
“We  have  to  fight  for  every 
one,”  an  American  diplomat 
warned  a European  delega- 
tion. 

The  White  House  sees 
Nato  as  its  preferred  frame- 
work for  U E-European  rela- 
tions, with  the  US  as  alli- 
ance leader  and  the 
European  allies  following 
that  lead.  Here  too,  however, 
there  is  resentment:  over 
Europe’s  deficient  military 
capabilities,  evident  yet 
again  over  Kosovo,  and 
European  unwillingness  to 
accept  that  American  leader- 
ship extends  to  political 
strategy  outside  Europe. 

The  Washington  consen- 
sus is  that  “the  United 
States  should  draw  Europe, 
over  time,  much  further  into 
a global  strategic  partner- 
ship to  help  shape  the  inter- 
national system  in  the  new 
era”,  as  a new  Council  ou 
Foreign  Relations  report 
puts  It.  But  this  is  assumed 
to  be  a partnership  on  Amer- 
ican terms,  most  of  all  in  the 
Middle  East. 

Some  European  officials 
despair  of  their  chances  of 
creating  .a  more  sympathetic 
understanding  of  European 
interests  In  a political  sys- 
tem which  is  driven  by  the 
desperate  search  for  cam- 
paign finance  and  by  the 
power  of  domestic  lobbies. 

Yet  European  govern- 
ments cannot  afford  to  allow 
transatlantic  relations  to 
drift  apart.  With  a succes- 
sion of  summits  over  the 
next  three  months,  with  the 
Franco-British  defence  initia- 
tive edging  towards  a Euro- 
pean group  within  Nato, 
with  a series  of  difficult 
trade  disputes  under  way, 
European  heads  of  govern- 
ment should  have  more 
effective  presentation  of 
European  approaches  and 
interests  to  the  American 
audience  high  on  their 


The  anti-American 
feelings  of  one  graf- 
fiti writer  in  Russia 
were  abundantly 
clear  when  Nato  warplanes 
first  struck  Yugoslavia. 
“Good  Clinton  = Dead  Clin- 
ton," the  protestor  scrawled 
on  the  underside  of  a 
Moscow  bridge. 

Since  Nato’s  bombing 
began  three  weeks’  ago,  Rus- 
sia has  been  convulsed  by 
moral  outrage,  national 
humiliation  and  fear  as  the 
conflict  escalates.  Opinion 
polls  show  that  90  per  cent 
of  Russians  oppose  Nato's 
air  campaign.  There  are  calls 
for  sending  volunteers  to 
fight  for  Serbia  and  supply- 
ing arms  to  Belgrade. 

This  upsurge  of  patriotic 
hysteria  has  been  milked  by 
Russia’s  mainstream  politi- 
cians and  applauded  by 
hardline  nationalists.  Even 
Russia's  liberal  politicians, 
who  have  pushed  Russia  to 
embrace  western  values  and 
institutions,  have  been 
shocked  by  Nato's  actions. 

Yegor  Gaidar,  the  liberal 
former  prime  minister, 
argues  Nato's  air  strikes  are 
an  offensive  action  against  a 
sovereign  state  without 
proper  authorisation  from 
the  United  Nations.  He 
argues  that  few  in  the  west 
realise  that  Nato’s  assault 
will  have  alarming  political 
repercussions  in  Russia.  It 
will  almost  certainly 
strengthen  nationalists  in 
the  run-up  to  December's 
parliamentary  elections. 
“There  Is  nothing  more 
important  for  Russia  and 
Russian  democracy  than  to 
bring  hostilities  to  a stop,” 
he  says. 

But  perhaps  the  most 
alarming  aspect  of  the  reac- 
tion to  the  Balkans  crisis  is 
the  possibility  that  the  anti- 
western  backlash  could  grow 
to  the  point  where  Russia 
turned  itself  into  a “rogue" 
state,  allying  itself  with  Iraq, 

Iran,  Serbia,  and  Libya  to 
oppose  US  hegemony  at 
every  turn.  Russian  liberals 
warn  that  the  country  might 
not  be  powerful  enough  to 
restart  the  cold  war.  but  it 
could  certainly  encourage 
the  growth  of  a new  world 
disorder. 

For  evidence  of  what  Rus- 
sia could  do,  consider  che 
views  of  Viktor  Ilyukhin,  the 
radical  Communist  MP  and 
chairman  of  the  parliamen- 
tary security  committee.  He 


The  author  is  professor  of 
international  relations  at  the 
London  School  of  Economics  ■ 


is  one  of  many  nationalists 
who  argue  that  Russia  has 
gained  little  from  co-operat- 
ing with  the  west  and  would 
be  better  off  opposing  it. 

He  argues  that  Russia 
should  unilaterally  lift  the 
international  arms  embargo 
on  Yugoslavia,  supply  Bel- 
grade with  anti-aircraft  mis- 
siles. and  target  its  nuclear 
rockets  at  new  Nato  coun- 
tries, including  Hungary, 
Poland,  and  the  Czech 
Republic.  “This  is  a barba- 
rous war.  A war  to  annihi- 
late the  economic  potential 
of  a country  and  to  kill 
peaceful  citizens,"  he  says. 

The  strength  of  feeling  in 
Russia  can  be  partly 
explained  by  its  sense  of 
humiliation  at  the  loss  of 
superpower  status.  It  is  pain- 
ful for  Russians  to  accept 
that  their  economy  has 
shrunk  to  one-fiftieth  of  the 
size  of  the  US  economy,  and 
that  Moscow  can  no  longer 
control  events  in  its  own 
backyard. 

In  part,  Russia's  reaction 
may  have  been  determined 
by  its  foggy  historical 
instincts.  The  bombing  of 
Russia’s  Serb  "brothers”, 
who  share  dose  cultural  and 
religious  ties,  has  revived 
memories  of  the  19th-cen- 
tury pan-Slav  movement. 
Though  dimmed  by  almost 
80  years  of  Communist  inter- 
nationalism, such  senti- 
ments are  again  finding  a 
modem  resonance  in  propos- 
als to  create  a union 
between  Russia,  Belarus  and 
Yugoslavia  and  ward  off 
“Moslem  extremism”. 


.The  belligerence  has  also 
been  accompanied  by  a great 
deal  of  muddled  thinking, 
and  the  difficult  realisation 
that  Russia's  historical  loyal- 
ties now  clash  with  its 
dependence  on  western  aid. 
Boris  Yeltsin,  the  president, 
has  been  heard  to  mutter 
about  retargeting  Russia's 
nuclear  missiles  at  Nato 
countries,  while  continuing 
to  press  western  govern- 
ments to  approve  fresh  loans 
from  the  International  Mone- 
tary Fund.  Russia  has  also 
sent  lorries  of  humanitarian 
aid  to  Belgrade,  while  plead- 
ing with  the  European  Union 
and  Washington  to  step  up 
their  assistance  programmes 
to  Moscow. 

But  as  this  mixed  response 
suggests,  Russia  is  not  a 
monolithic  country  - and  for 
every  Slavophile  proclaim- 
ing brotherhood  with  the 
Serbs,  there  is  someone  else 
cautioning  against  an ti- wes- 
ts mism.  indeed,  in  the  past 
few  days,  some  of  Russia's 
policymakers  have  come  to 
realise  that  the  anti-western 
hysteria  may  have  gone  too 
far.  Yevgeny  Primakov,  the 
prune  minister  and  one  of 
Washington's  fiercest  critics, 
has  tried  to  rein  in  the 
extremists.  He  says  Russia 
will  not  turn  its  back  on  eco- 
nomic reforms  nor  revert  to 
isolationism. 

The  Russian  foreign  minis- 
try, meanwhile,  has  been 
reassuring  western  embas- 
sies that  - no  matter  how 
strongly  it  feels  about  Yugo- 
slavia - it-  does  not  want  to 
break  off  relations  or  take 


any  military  action.  Indeed, 
western  diplomats  suggest 
Russia  now  has  a real  oppor- 
tunity to  enhance  its  inter- 
national prestige  by  playing 
a constructive  rale  in  resolv- 
ing the  Yugoslav  conflict 
Moscow's  media,  which 
carried  overwhelmingly  pro- 
Serb  coverage  in  the  early 
stages  of  the  conflict,  has 
been  moderating  its  stance. 
In  particular,  NTV,  the  pri- 
vate television  channel  con- 
trolled by  Vladimir  GusiD- 
sky,  the  business  tycoon,  has 
become  studiously  non-parti- 
san. 

The  channel's  reporting 
from  Kosovo's  borders  has 
highlighted  the  scale  of  the 
humanitarian  catastrophe 
and  contradicted  the  Rus- 
sian foreign  ministry's  line 
that  the  Kosovar  Albanians 
are  simply  fleeing  from  Nato 
bombing.  “It  is  possible  that 
tfre  deep  fear  of  being  drawn 
into  a war  has  forced  our 
journalists  to  search  for  - 
and  our  compatriots  to 
demand  - not  only  simple 
and  clear,  but  increasingly 
complex  information,"  the 
Itogi  news  magazine  con- 
cluded this  week. 

That  remark  might  apply 
to  westerners  looking  at 
Russia's  own  response  to  the 
Kosovo  crisis.  As  Mini  timer 
Shauniev,  president  of  the 
semi-autonomous  republic  of 
Tatarstan,  has  reminded  the 
Kremlin,  Russia  is  itself  a 
m u I t i . 

ethnic  state  with  26m  Mos- 
lem citizens.  Mr  Shaimiev 
rTUSed  the  frightening  pros- 
pect that  Russian  volunteers 
fighting  for  their  Serb 
brothers  in  Yugoslavia  could 
clash  with  their  Moslem 
compatriots  intent  on 
defending  the  Kosovars. 

In  one  sense.  Russia's 
reaction  to  the  Yugoslav  cri- 
sis shows  how  slenderly  the 
country  knows  Itself.  Post- 
Sovtet  Russia  has  not  vet 
Zf  .?Ped  a true  national 

l„!?Uty  nor  clarified  its  stra- 
tegic interests.  Yet  in 
another  sense,  the  debate 
within  Moscow  emphasises 

dfgre?  to  which  Russia 
has  already  become  an  open 
and  pluralistic  society.  Polit- 
ical diversity  can  breed  con- 
fan°n  but  also,  perhaps,  a 
Skater  sense  of  Soci£ 
responsibility. 

One  person,  at  least, 

^ntiysaw  fit  to  erase  the 

2S2"t»  graffiti  on  that 
Moscow  bridge. 


sC  i'1 


oiu*’  •’! ! 


r i ‘ 


1 * - 

L L v * * * -. 


i , •.  1 ; i 

* * • s l t 


. ;*• 


: *-.*-.*  i J.-  * r 1 

A.  • 


.V 


-•4 


fevancial  TIMES 


THURSDAY  APRIL  J5  1999 


°it6r 


COMMENT  & ANALYSIS 


financial  times 

f Thursday  April  15  1999 

f •■MM*<*lfBHIlBlM|H«l»If#l,m|fM 

I-  

j Abuse  of  power 
in  Malaysia 


Htn  need 


The  outside  world  will  rightly 
condemn  the  conviction  yester- 
day of  Anwar  Ibrahim,  Malay- 
sia’s former  deputy  prime  minis- 
ter, on  charges  of  abuse  of  power. 
But,  in  the  emotionally  charged 
atmosphere  that  surrounds  any 
such  manifestation  of  Injustice,  it 
is  important  to  untangle  the  com- 
plex legal  and  political  issues 
involved  if  the  real  lessons  are  to 
be  leamed. 

By  Malaysian  standards  the 
crimes  of  which  Mr  Anwar  was 
accused  - sodomy  and  corruption 
- are  serious  ones.  Judge  Augus- 
tine Paul,  who  presided  over  the 
case  is  an  honest,  upright  wan 
who  appears  to  have  scrupu- 
lously met  the  damamiii  of  the 
Malaysian  legal  process.  But 
what  local  standards  deem  fair, 
international  standards  wili 
regard  as  a travesty. 

Mr.  Anwar’s  reputation  was  ini- 
tially smeared  by  the  prosecu- 
tion's lurid  allegations  of  sexual 
misconduct  to  which  be  was  not 
allowed  to  respond.  The  defence 
was  not  allowed  to  develop  its 
case  of  a conspiracy  against  Mr 
Anwar. 

In  most  developed  world  juris- 
dictions. these  developments 
would  raise  serious  concern.  So 
would  Mr  Anwar’s  detention 
under  the  Internal  Security  Act 
and  the  appalling  fact  that  ho 
charges  have  been  laid  against 
the  police  chief  who  admits  to 
beating  him  up. 

Malaysia  badly  needs  to  mod- 


ernise its  legal  process  to  bring  It 
more  into  line  with  the  practice 
of  the  developed  world  with 
which  it  wishes  to  rant  As  coun- 
tries become  richer,  their  people 
set  higher  standards  for  Che  rule 
of  law.  A respect  for  due  process 
and  institutional  accountability 
thus  go  band  in  hand  with  eco- 
nomic development.  Much  as 
■ Mahathir  Mohamad,  the  prime 
minister,  may  wish  Malaysia  to 
be  the  exception,  he  cannot 
Ignore  this  general  rule.  Indeed 
this  is  the  central  message 
Malaysian  protesters  are  trying 
to  send. 

The  point  is  not  that  their 
objections  automatically  mean 
support  for  Mr  Anwar  in  any 
political  struggle.  His  record  as 
finance  minister  was  mediocre  — 
he  allowed  credit  to  roar  and 
then  slammed  on  the  brakes  too 
hard  — and,  in  a multiracial  coun- 
try, he  draws  support  from  the 
more  divisive  elements  of  Malay 
society. 

But  Mr  Anwar’s  evident  politi- 
cal ambition  does  not  justify  vic- 
timisation. And  tile  political  con- 
sequences are  uncertain.  Dr 
Mahathir’s  grip  on  power  still 
appears  strong,  but  his  popular- 
ity in  the  country  has  ritminteheri 
and  his  authority  within  his  own 
party  is  less  certain  than  before. 
The  sooner  elections  are  held, 
which  are  due  within  12  months 
anyway,  the  sooner  the  real 
strength  of  his  mandate  to  gov- 
ern will  be  known. 


EU  cars 


By  opening  legal  proceedings 
against  DaimlerCbrysler  for  stop- 
ping dealers  in  four  European 
Union  countries  supplying  cars 
to  non-residents,  the  European 
Commission  has  struck  a modest 
blow  in  favour  of  consumers  and  . 
the  single  markeit  But  Brussels 
will  need  to  get  much  tougher 
still  if  it  isu  to  .stamp  out  persis- 
tent anti-competitive  behaviour 
of  the  kind  of  which  Daimler-.1 
Chiysler.£tqnds.accqsgd. . „ . .* 

For  too  long,  European  car 
buyers  have  had  to  tolerate  wide 
price  differentials  that  can  only 
be  folly  explained  by  manufac- 
turers’ determination  to  restrict 
free  trade  between  EU  members. 
Brussels  fined  Volkswagen  a 
record  €102m  last  year  for  violat-  . 
log  EU  competition  rules  in  that 
way.  If  DaimlerChrysler  is  found  . 
guilty  of  .similar  offences,  it  is 
likely  to  face  equally  severe  pen- 
alties. 

But  Brussels’  efforts  to  curb 
such  abuses  will  be'  hampered, 
while  it  connives  at  encouraging 

them  by  -continuing  to  exempt 
motor  industry  distribution  from 
EU  anti-trust  rules.  The  exemp- 
tion gives  manufacturers  unpar- 
allelled control  over  the'  retail 
supply  of  their  products  'through- 
out the  EU.  To  grant  such  powers 
and  be  surprised  when  they  are 
abused  is  as  naive  as  to  hand 
someone  a loaded  gon  and  not 
expect.il  to  be  tired- 

industry  arguments  that  the 
exemption  benefits  consumers  by  ' 


encouraging  investment  in  high- 
quality  after-sales  service  can  no 
longer  be  tekan  seriously.  There 
is  little  evidence  that  franchised 
dealers  offer  a better  deal  than 
independent  garages.  Indeed, 
Ford's  recent  bid  for  the  Kwik-FSt 
chain  of  independent  repair 
garages,  which  has  wan  business 
away  from  its  own  dealer  net- 
work. suggests  the  reverse. 

hi  practice,  the  exemption  has. 
almost  certainly -bred  meffitfcncyi 
and  high  costs.'  In  much  of  the* 
EU.  it  has  helped  keep  distribu- 
tion fragmented  and  left  dealers 
at  the  mercy  of  manufacturers’ 
threats  to  rsmrr#  their  ■franchises. 
Such  a weak,  retail  structure  is 
highly  vulnerable  to  manufac- 
turer pressure  not  to  soppty  bar-  . 
gain  hunters  from  high-price 
markets,  in  defiance  of  E(J  iaw- 

The  exemption  has  long  out- 
lived its  usefulness  - if  it  ever 
had  any.  Than  Is  no  case  tor 
renewing  it  when  it  expires  in 
2002:  But  achieving  an  efficient 
angle  market  in  cars  requires 
more  than  simply  scrapping  this 
unjustified  Indulgence.  Brussels 
watchdogs  will  also  need  to 
enforce  much  more  vigorously 
free  competition  in  the  retailing, 
distribution  and  after-sales  ser- 
vice -of  cars. 

That  is  desirable,  not  only  for 
• consumers,  hut  also  for  European' 
manufacturers.  Sheltering  them 
with  rigged  markets  at  home  is 
no  way  to  equip  them  to  face  the 
rigours  of  global  competition..  ••  - 


Re-think  at  the  F ed 

Greenspan  is  adjusting  his  policies  in  a world  where  inflation  seems  dead,  says  Gerard  Baker 
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facade  of  the  US  Federal 
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in  Washington  they  are 


Behind  the  unblinking 
facade  of  the  US  Federal 
Reserve’s  headquarters 
in  Washington  they  are 
cleaning  house.  From  top  to  bot- 
tom of  the  venerable  institution, 
shelf-loads  of  tools  and  measures 
of  monetary  policy  are  being 
dusted  down,  reconditioned  or 
even  cast  aside. 

The  Nairn,  a faithful  appliance 
that  has  monitored  monetary  pol- 
- k*y  since  the  1370s,  is  bong  con- 
signed to  storage.  The  Especta- 
tions-Augmented  Phillips  Curve, 
an  attractive,  if  baroque,  piece  of 
economic  furniture,  is  deemed.no 
longer  safe  for  policymakers'  use. 
Even  that  family -jewel,  the  Tay- 
lor Rule,  Is  getting  some  long, 
hard  looks  from  the  repairers. 

This  is  because  some  of  these 
tools  indicate  that  the  US  econ- 
omy - after  a prolonged  expan- 
sion - should  be  dangerously 
close  to  overheating.  They  sug- 
gest that  Alan  Greenspan,  chair- 
man of  the  Fed,  should  be  tight- 
ening monetary  policy  to  avoid 
an  outbreak  of  inflation. 

Inflation  remains  firmly  under 
control  even  as  the  economy 
expands.  And  the  men  and 
women  of  the  Fed  responsible  for 
monitoring  it  and  keeping  it  on  a 
sustainable  track  are  acknowl- 
edging that  their  traditional 
methods  may  no  longer  work. 

The  search  is  now  on  for  ana- 
lytical tools  that  might  work  bet 
ter.  So  far,  officials  have  not 
abandoned  tried-and-tested  for- 
mulas for  interpreting  the  econo- 
my's signals.  But  a far-reaching 
intellectual  inquiry  is  under  way 
into  the  frasfs  of  monetary  policy 
decision-makiDg. 

"I  don't  think  we  really  have  a 
lot  of  dues,”  Alice  Rivlin,  the 
vice-chair  of  the  US  central  hank, 
said  in  an  interview  last  week. 
“The  macro-statistics  may  not  be 
all  that  much  help.  People  who 
want  to  understand  this  may 
need  to  pay  a lot  more  attention 
to  what  is  really  going  on  in  busi- 
nesses and  labour  markets.” 

In  its  unprecedented  growth 
spurt  over  the  past  three  years, 
the  US  economy  has  broken  sev- 
i era!  rules:  first,  history  says  sus- 
tained growth  above  the  econo- 
; my’s  long-term  trend  will 
inevitably  end  in  higher  infla- 
tion. 

For  three  years,  the  US  has 
grown  at  an  annual  rate  of  just 
under  4 per  cent  - L5  percentage 
points  above  the  long-term  trend. 
Yet  thp  nurin  measure  of  overall 
inflation,  the  gross  domestic 
product  price  deflator,  has  fallen 
steadily  - to  an  annual  rate  of  OB 
per  emit  in  the  last  three  months 
of  1S9B,  its  lowest  in  more4haxt20 
years. 

Second,  theory  suggests  that  a 
fall  in  unemployment  below  a. 
certain  level  will  lead  to  a spiral 
of  accelerating  wage  and  price 
inflation,  as  demand  for  workers 
forces  employers  to  pay  higher 
wages,  without  a corresponding 
increase  in -output. 

In  the  past  few  months,  the 
unranpkjyment  rate  has  fallen  to ' 
42  per  cent.  Us  lowest  level  in  30 
years  and  well  below  what  even 
the  most  sceptical'  economists 
regard  as  the  lowest  rate  consist- 
ent with  stable  inflation.  Yet 
average  annual  earnings  growth 
has  been  little  changed  to  the 
past  year  and  is  how  just  3.6  per 
cent;  consumer  price  Inflation  is 
3.7  per  cent  per  year,  half  what  it 
was  three  years  ago. 

Third,  experience  indicates 
that  low . unemployment  leads 
also  to  declining  productivity,  or 
output  per  hour.  As  employers 
hunt  for  workers  in  increasingly 
right  labour  markets,  the  quality' 
of  the  people  they  are  able 
to  hire  diminishes.  ■ 


But  even  as  unemployment  hag 
declined,  the  rate  of  productivity 
growth  has  doubled  in  the  past 
two  years,  from  its  sluggish  rate 
in  the  early  1990s,  to  over  2 per 
cent  now. 

Outside  the  Fed,  some  analysts 
have  used  these  events  as  evi- 
dence that  the  US  economy  has 
entered  a “new  paradigm”  — a 
fundamental  positive  shift  in  con- 
ditions in  the  past  few  years  that 
will  enable  it  permanently  to 
grow -faster  than  its  historical 
trend. 

Not  even  the  most  optimistic  of 
the  policymakers  on  the  Fed’s 
Open  Market  committee,  which 
sets  short-term  interest  rates  - 
admit  to  being  converts  to  the 
new  paradigm.  Nor  is  anyone 
quite  ready  to  cast  aside  com- 
pletely the  traditional 
policy  tools. 
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This  may  be  partly  because 
even  policymakers  who  sympath- 
ise with  the  notion  that  some- 
thing fundamental  hag  changed 
would  not  dare  say  it  in  public. 

The  Fed’s  pronouncements  -are 
so  closely  scrutinised  that  any 
admission  would  be  seized  upon 
by  the  markets,  with  unpredict- 
able results. 

But  officials  also  appear  to  be 
genuinely  undecided  about  what 
is  happening.  Even  some  of  the 
more  sceptical  policymakers  con- 
fess to  bafflement  at  the  apparent 
breakdown  in  traditional  rules. 
They  admit  to  waning  confidence 
in  the  view  that  the  strong  per- 
formance is  all  down  to  a number 
of  “lucky  breaks"  - such  as  fall- 
ing global  commodity  prices  or 
declining  healthcare  costs. 

As  a result,  the  Fed  has 
resisted  pulling  the  interest-rate 
trigger  for  most  of  the  past  two 
years,  even  as  inflation  warning 
Wgfrts  have  been  flashing.-.  Offi- 
cials are  at  least  prepared  to 
allow  the  possibility  that  some- 
thing radical  might  have 
changed. 

“This^will  perhaps  be  remem- 
bered as  Greenspan's  greatest 
strength",  says  Richard  Medley, 
of  Medley  Global  Advisers,  a pol- 
icy consulting  company,  who 
studies  the  Fed  closely.  “Here  he 
Is,  a 72-year-old  man  who 
remains  completely  open  to  re- 
thinking the  way  the  world 
works." 

One  reason  for  this  re-thinking 
is  an  unusual  divergence 
between  conditions  in  labour  and 


product  markets.  Labour  markets 
have  grown  tighter  in  the  past 
few  years,  reducing  excess  capac- 
ity in  the  form  of  workers 
looking  for  jobs. 

Yet  productive  capacity  use 
has  actually  fallen.  Industrial 
capacity  utilisation  — at  around 
80  per  cent  - is  now  down  to  near 
recession  levels. 

In  other  words,  while  employ- 
ers will  have  difficulty  in  draw- 
ing down  modi  farther  from  the 
remaining  pool  of  unemployed 
labour,  it  is  equally  dear  that 
they  could  to  principle  expand 
output  without  experiencing 
potentially  inflationary  produc- 
tion bottlenecks. 

The  critical  aspect  of  this  phe- 
nomenon is  that  it  goes  some 
way  towards  explaining  why  pro- 
ductivity might  have  improved 
significantly  in  the 
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past  few  years. 

Big  investments  - especially  to 
information  technology-related 
equipment  - have  raised  the  out- 
put per  hour  produced  by  each 
worker. 

This  improvement  is  a key  fac- 
tor to  the  benign  inflationary 
environment.  Higher  productiv- 
ity enables  companies  - and  the 
economy  as  a whole  - to  produce 
more  without  raising  prices. 

In  addition  to  this  phenome- 
non, some  economists  argue  that 
US  companies  have  changed 
their  behaviour  to  response  to 
the  intensification  of  global  com- 
petition in  recent  years. 

Because  of  fierce  pressure  at 
home  and  abroad,  companies  are 
increasingly  unable  to  raise 
prices  for  fear  of  losing  market 
share.  Instead,  they  have  had  to 
find  different  ways  of  dealing 
with  the  cost  pressures  they  face. 

Ms  Rivlin  last  week  offered  one 
possible  explanation  that  links 
these  two  phenomena.  She 
argued  that  increased  global  com- 
petition to  hold  down  prices  may 
have  induced  a radical  change  in 
companies’  behaviour. 

Instead  of  pushing  up  wage 
inflation,  tight  labour  markets 
may  actually  have  reduced  it  by 
encouraging  companies  to  invest 
more  in  plant  and  technology 
and  in  the  training  of  their  work- 
ers. That  may  have  raised  pro- 
ductivity, and  held  inflationary 
pressures  to  check. 

Ms  Rivlin  emphasised  that  this 
was  merely  a possibility,  not  a 
confirmed  fact,  and  some  other 
Fed  insiders  are  sceptical.  But 
there  does  seem  to  be  a growing 
belief  among  policymakers  that 
something  quite  important  - the 
potential  of  the  US  economy  for 
achieving  sustained  productivity 
growth  - has  changed. 

As  Robert  Party,  the  bead  of 
the  San  Francisco  branch  of  the 
Fed  said  last  week,  the  evidence 
is  more  persuasive  than  ever  that 
an  upward  shift  in  output  per 
hour  has  occurred  in  the  past 
three  years.  Many  economists 
doubted  the  reliability  of  the  pro- 
ductivity figures,  but  the 
improvement  now  seems  to  be  so 
marked  that  attempts  to  explain 
away  the  change  now  seem  less 
convincing. 

You  do  not  have  to  be  a 
believer  to  some  dramatic  “para- 
digm shift",  say  some  sailor  Fed 
offloals,  to  believe  this  change 
could  he  important  It  may  be 
that  productivity  improvements 
have  raised  overall  growth  poten- 
tial by  some  relatively  small 
amount  - say  by  half  a percent- 
age point  per  year. 

If  that  is  what  is  happening, 
then  it  suggests  a possible  alter- 
native to  the  new  paradigm.  The 
new  paradigm  implies  that  the 
US  is  moving  from  the  old  world 
of  bard  choices  and  policy 
tradeoffs  to  an  nirvana  of  infla- 
tion-free growth. 

Under  the  alternative  view,  the 
old  rules  may  not  work  for  now. 
But  this  nirvana  will  prove  sim- 
ply to  be  a transition,  and  the  US 
economy  win  eventually  face  set- 
tle down  at  a new  period  in  , 
which  it  will  again  face  tradeoffs 
between  price  stability  and  : 
growth.  i 

to  other  words,  the  economy 
will  not  go  on  for  ever,  fhnetion-  . 
tog  as  benignly  as  it  has  done  to  i 
the  past  three  years.  At  some 
point  the  old  rules  win  reassert  , 
themselves,  but  simply  at  a * 
slightly  higher  rate  of  growth. 

That  implies  that  Fed  officials  ■ 
should  not  throw  away  an  the  old 
analytical  appliances  just  yet.  . 
They  may  need  to  be  tweaked  < 
and  adjusted  to  reflect  the  way 
the  world  has  changed.  But  even-  . 
tually,  their  day  wfll  come  again.  - 


OBSERVER 


Sweden  is  not  the  fibrst  European 
country  to  face  uncomfortable 
economic- and  political  choices  as 
it  considers . whether  or  hot  to 
join  the  euro. 

Those  choices  were  thrown 
into  relief  when  Erik.  Asbrink 
resigned  as  finance  minister  ear- 
lier this  week -after  a row  with 
Goran  Persson.  the  prime  minis- 
ter. over  tax  cuts.  Mr  Persson 
had  enraged  the  prudent  Mr 
Asbrink  by  suggesting  that  there 
was.  roam  to  cut  taxes  next  year, 
12 ' nywifog  earlier  than  the  for- 
mer ffiwwM  minister  preferred.  It 
was -the  latest  unscripted  policy 
MntibrMt  Fersson. 

Mr  Persson  now  clarify 

his  intentions.  Does  he  really 
want  to  cut  taxes  soon,  or  does 
he  want  to:  maintain  fiscal  rigour 
to  equip  Sweden  to  join  the. euro 
when  Stockholm  is  president  off 
the  European  Union's  Council  of  ■ 
Ministers  in  2001?  .' 

Yesterday's  budget  threw  no 
light  an  this.  little  clarification 
mn  be'  expected  from  Bosse 

Ringholm,tbenew  finance  minis* 

ter,  who  will  probably  do  the 
prime  minister's  bidding.  -The 
choice  between  tax  cuts  uext 
year  or  later  fa  finely  balanced. 

Mr  Persson  is  right  that 
Swedes  should  be  faxed  less.  A- 
tax  burden  of  55  per  cent  of  gross 
domestic  product  punishes  entre- 
preneurs when  Sweden  badly - 
needs  more  high-growth  compa- 
nies- to.  replace  maturing  busi- 
nesses. 

Yet  the  practical  scope  for  tax 
cuts  Is  slender,  even  after  $we- 


■ den’s  progress  in  putting  its  pub- 
lic finances  to  order.  Yesterday's 
. budget  forecasts  a.  UB  per  cent 
surplus  on  public  finances  -this 
year,  a notable  improvement 
from  the  12  per  cent  at  which  the 
deficit  peaked  to  1993  and  a fac- 
tor to  the  country’s  low  interest 
rates  and  lack  of  inflation. 

- But  outstanding  gross  govern- 
ment debt  stands  at  nearly  68  per 
cent  of  GDP,  too  high  to  sustain 

surplus  and  well  above  the 
. Ti-nnit  for  entry  into  European  eco- 
nomic and  monetary  union.  Mr 
Asbrink  was  right  to  argue  "that 
more  of  that  debt  should  be  paid 
off  before- the  government  can 

make  significant  tax  cuts. 

There  Is  scope  for  tax  cuts  in 
the  next  year,  but  they  should  he 

modest  Good  targets  for  demoli- 
tion :are  the  wealth  tax  an 

yrqmiai  charge  on  personal  assets 

- and  double  taxation  of  divi- 
dends, both  of  which  are  partly 
to  -blame  for  the  exodus  of -busi- 
ness talent 

These  could  be- cut  without 
harming  the  Swedish  govem- 
; ment’s;  ability  to  pay  down  its 
debts.  But  that  assumes  Mr  Fers- 
son  does  not  go  soft  on  structural 
reform.  His  past  record  suggests 
he  should  have  the  mettle  to 
keep  up  the  pressure  As  finance 
minister  in  tile  mid-1390Si  he 
imposed  the  spending  , cots  and 
- tax  rises  which  eradicated  the 
-budget  deficit; 

It  was  careless  of  Mr  Persson  to 
lose  a finance  minister,  ft  would 
be  uncharacteristically  reckless 
to  give  np  on  fiscal  rigour. 


Star  turn 
in  Delhi 

She’s  awarded  herself  a 
doctorate,  likes  to  be  called 
“revolutionary  leader"  and  Is 
giving  India’s  shaky  government 
the  fright  of  its  Ufa. 

- But  Jayaram  Jayalafitha,  the 
former  Tamil  movie  goddess  who 
i yesterday  deprived  the  rufing 
txjaStion  of  her  party’s  support, 
isn’t  exactly  dour  or  doctrinaire. 

She  once  splashed  out  $30m 
, on  her  foster  son’s  wedding,  a 

get- together  so  lavish  that  It 
made  lights  go  out  throughout  - 
Madras.  This  week  she  took  48 
suitcases  to  her  Delhi  hotel. 

Jayalafitha  first  popped  up  in 
the  1980s  as  a sex  sirenette  in 
Tarafl-Janguage  movies,  and  soon 
became  mistress  to  screen 
; legend  MG  Ramachandran. 
t-  On  his  death,  Jayalafitha  fought 
her  way  to  lead  toe  TamH  poty 
he  founded. 

" She’s  shoe  carved  a niche  for 
hereetf  as  one  of  India’s  most  - 
wilful,  unpredetefote  and 
controversial  leaders:  As  chief 
minister  of  the  southern  state 
Tama  Nadu  in  the  early  1990s 
she  gamed  notoriety  with 
government  contracts  which 
ended  up  with  litigation  - but 
also  won  respeetfor  her 
enfitfiteneti  health  policy.  - 
• Jayatafitoa  doesn't  mate 
everyone  feel  better  though.  Her 
auditor  says  she  put  him  In 
'hospital  by  setting  'about  him 
with  sticks  and  a pair  of 


i high-heeled  shoes,  though  she 
j denies  any  wrongdoing. 

And  if  the  country’s  already 
I battered  government  has  any 
I sense,  it’ll  tread  carefully  when 
1 she’s  about 

Culture  clash 

| While  Deutsche  Bank  is  busy 
! importuning  American  regulators 
I to  let  its  takeover  of  Bankers 
! Trust  go  ahead,  the  object  of  its 
| affections  has  problems  of  its 
| own. 

A new  low’s  been  reached  with 
1 an  Internal  e-mail  that  seeks  to 
i explain  nearty  all  things  German 
to  BTs  Baltimore  and  New  York 
' employees. 

The  product  of  much 
head-scratching  over  how  to 
make  the  banks'  manfage  work, 
“Doing  Business  in  Germany", 
tefis  staff  to  avoid  all  the 
high-firing  and  back-slapping 
that  comes  naturally  to  New  York 
financiers.  “Germany  is  a tow 
contact  culture."  it  intones. 

BT  staff  are  also  instructed  to 
"expect  (Me  positive 
reinforcement”  from  German 
bosses.  “If  you  get  no  feedback 
at  all,  this  is  a sign  that  you  are 
doing  everything  right,"  ft 
explains.  Be  warned  too  when 
trying  to  cuny  favour:  if  visiting 
the  family  home,  don't  bring 
cheap  wine  or  chrysanthemums 
- they're  only  suitable  for 
funerals. 

And  remember  that  in  what 
may  be  a novel  approach  for  BT 
staff,  “before  agreeing  to 


proceed  Germans  often  expect 
business  proposals  to  have  been 
worked  out  folly." 

The  memo  stops  short  of 
repeating  John  Cleese’s  Fawtty 
Towers  mantra  of  “don’t  mention 
the  war",  though  it  can’t  much 
help  an  already  troubled  deaL 

But  as  it  handily  explains,  if  the 
takeover  did  fail,  it  wouldn’t 
overwhelm  Deutsche's  staff. 

Americans’  upbeat  attitude 
Often  comes  across  as  nafretd. 
“For  Germans,  a sense  of 
impending  catastrophe  is  nothing 
unusual.” 

. 

Run  for  it 

Renato  Ruggiero,  who's  on  Ns 
way  out  as  head  of  the  World 
Trade  Organisation,  has  hit  on 
the  perfect  way  to  squash  hopes 
that  he’ll  stay  on. 

Though  the  WTO’s  stiff 
deadlocked  over  Ns 
replacement,  the  69  year-old 
Ruggiero’s  booked  himself  and 
his  wife  a New  York  bound  trip 
aboard  toe  QE2  in  mid  May.  He 
plans  to  boft  Geneva  for  toe  Isle 
of  Capri  on  April  30. 

He  also  warns  that  no  less 
than  three  books,  drawing  on  50 
years  of  experience  as  diplomat, 
Eurocrat  and  trade  supremo,  will 
soon  be  on  their  way. 

Ruggiero,  who  handed  in  his 
notice  over  a year  ago,  may  have 
seen  his  firmness  pay  off. 
Yesterday  the  WTO  council 
vowed  it  would  "definitely"  have 
a decision  by  April's  end.  All  the  ■ 
same.  Observer  can't  help 


wondering  whether  his  tickets  are 
refundable. 

Don  Lucio 

Throw  away  the  flow-charts. 

Junk  the  textbooks  on 
endogenous  growth.  Lucio  Tan, 
the  tycoon  behind  affing  carrier 
Philippine  Airlines,  has  an  Idea 
for  revvtog  up  the  Islands’ 
economy  - and  it's  thankfully  low 
on  theory. 

- Tan  reckons  that  the  place 
needs  a mafia  for  business  to  get 
buzzing  again,  just  as  human 
bodies  need  bacteria  to  function. 

But  Tan,  once  a pal  of 
Ferdinand  Marcos,  toe  former 
dictator  whose  wife  did  so  much 
for  the  shoe  industry,  draws 
some  Emits.  He  doesn't  want 
Russian-style  mayhem,  but 
prefers  a "guided  mafia" 
operating  in  tandem  with  the 
government  At  least  it’d  help  toe 
market  for  horses’  heads. 

Sun  shine 

North  Korea,  the  nation  that 
trades  nuclear  technology  for 
potatoes,  is  in  festive  mood. 

Sun's  day,  birthday  of  tote 
leader  Krm  II  Sung,  was  a week 
ago,  but  celebrations  continue. 

As  the  North  Korean  news 
agency  reminds  us,  "rays  of 
President  Kim  II  Sung,  toe  sun, 
will  ifhffnhtate  the  road  for 
humankind  forever". 

And,  don't  rush  - Kim’s 
biography  Is  finally  out  Volume 
58,  that  Is. 


too  years  ago 

Happy  Stock  Exchange 
The  annual  report  of  toe 
managers  of  the  Stock 
Exchange,  besides  malting  the 
proprietors  feel  that  their 
money  Is  embarked  In  a 
remunerative  investment,  must 
raise  a feeling  of  envy  and 
jealousy  in  toe  breasts  of 
those  who,  being  mere 
members  of  “the  public,"  are 
unable  to  take  advantage  of 
so  excellent  a security. 

Evan  a proprietor  of  the 
Stock  Exchange  is  restricted 
to  200  shares,  £12  being  paid 
up  on  each.  StfH,  a dividend  of 
£8  per  annum  per  share,  as 
was  recommended  in  toe 
report,  represents  a tidy 
income  to  each  person  with 
too  foil  amount 

BH  for  accountants 
For  some  years  past  there  has 
been  a very  natural  desire 
among  toe  general  body  of 
accountants  to  secure  for  their 
profession  a measure  of 
definite  legal  recognition  which 
should  place  them  on  an 
equality  with  lawyers,  doctors 
and  others  whose  status  has 
been  made  toe  subject  of 
extremely  careful  deliberation 
#7d  strict  regulation. 

The  Society  of  Accountants 
and  Auditors  has  prepared  a 
Bill  which,  in  its  opinion,  will 
provide  adequate  machinery 
for  toe  registration  of 
accountants. 
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Broken  line 


Three  months  on.  the  battle  for  AirTouch 
has  produced  its  first  casualty.  Bell  Atlan- 
tic has  announced  it  will  dissolve 
PrimeCo.  its  mobile  telephone  joint  ven- 
ture with  AirTouch,  as  soon  as  the  latter 
completes  its  merger  with  Vodafone.  This 
is  not  entirely  unexpected.  After  all.  Bell 
lost  out  to  the  UK  cellular  operator  in 
January's  S60bn  bidding  war  for  Air- 
Touch. 

At  the  time,  all  sides  professed  contin- 
ued enthusiasm  for  PrimeCo,  which  cov- 
ers 41  m people  in  the  middle  of  the  US. 
filling  the  bole  between  AirTouch’s  west 
coast  presence  and  Beil’s  east  coast  fran- 
chise. AirTouch  could  buy  out  Bell’s  stake 
in  PrimeCo  but  the  move  still  has  the 
effect  of  depriving  both  companies  of  a 
national  wireless  footprint  when  AT&T 
and  Sprint  are  making  hay  with  country- 
wide cellular  coverage  and  one-rate  tariff 
plans. 

For  Bell,  however,  other  considerations 
are  more  important  PrimeCo’s  strict  non- 
compete agreements  potentially  threaten 
its  proposed  merger  with  GTE,  another 
big  phone  company,  whose  substantial 
cellular  assets  overlap  with  AiiTouch  and 
PrimeCo.  Assuming  that  merger  goes 
ahead  Bell  will  still  have  a substantial  US 
footprint.  Vodafone  AiiTouch,  by  con- 
trast, will  have  at  the  very  least  to  build 
its  east  coast  presence  piecemeal,  either 
by  buying  small  operators  like  Omnipoint 
or  picking  up  left-over  mobile  licenses. 
This  will  take  time  and  money  the  group 
would  probably  rather  spend  internation- 
ally. 


DabnterChiysler 

Share  price  since  mamer  relative  to  the 

FT/S&P  World  Automobiles  index  (common  carency  terms} 
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DaimlerChrysler 


Shareholders  in  DaimlerChrysler  are 
right  not  to  overreact  to  yesterday's 
threat  of  legal  action  from  the  European 
Commission  over  allegations  of  anticom- 
petitive behaviour.  The  carmaker  is 
charged  with  ordering  dealers  in  four 
countries  not  to  sell  cars  to  non-residents, 
breaching  the  “block  exemption”  rules 
governing  relationships  between  car- 
makers  and  distributors.  Although  the 
Commission  is  talking  tough,  in  this  case 
its  bark  is  probably  worse  than  its  bite. 

While  technically  it  could  fine  Daimler 
10  per  cent  of  its  worldwide  sales  if  a 
breach  is  proved,  any  actual  penalty  is 
likely  to  be  far  lower.  The  last  time  the 
Commission  fined  a carmaker  for  break- 
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lng  the  rules  - Volkswagen  in  1998  - the 
penalty  was  just  0.4  per  cent  of  turnover. 
And  VWs  was  an  open  and  shut  case, 
while  Daimler's  looks  less  clear  cut.  Daim- 
ler could  also  argue  any  fine  should  apply 
only  to  the  €33bn  of  sales  generated  last 
year  by  the  car  activities  of  the  old 
Daimler-Benz.  This  would  imply  a top 
whack  risk  of  €3bn,  but  a more  realistic 
outcome  of  about  €130m  - just  2 per  cent 
of  Daimler’s  expected  net  profits  this  year. 

This  raises  another  question:  whether 
the  Commission  is  discharging  its  duty  to 
protect  consumers  if  toothless  fines  like 
this  are  the  best  it  can  do.  The  truth  is  the 
block  exemption  rules,  which  protect  car- 
makers  from  the  rigour  of  EU  anti-trust 
law,  are  still  helping  to  preserve  substan- 
tial car  price  differentials  in  the  single 
market.  They  should  go. 

Olivetti/Telecom  Italia 

If  you  cannot  beat  them,  join  them. 
That  is  the  thought  behind  the  latest 
scheme  doing  the  rounds  about  how  Tele- 
com Italia  could  ward  off  Olivetti's  hostile 
bid.  Its  original  defence  plan  is  in  tatters 
following  its  failure  to  secure  a quorum  at 
last  weekend's  shareholders'  meeting.  So 
why  not  as  some  suggest  adopt  a me-too 
strategy,  arrange  for  a friendly  shell  com- 
pany to  launch  a highly  leveraged  bid  for 
Telecom? 

The  notion  has  some  appeal.  In  particu- 
lar, shareholders  would  receive  a large 
dollop  of  cash.  There  would  then  be  a 
simple  choice  over  which  manager  inves- 
tors prefer  Olivetti's  Roberto  Colaninno 


or  Telecom's  Franco  Bemabe.  However, 
the  big  problem  with  this  idea  is  it  would 
Involve  a monumental  U-turn.  Telecom 
would  have  to  assume  a mountain  of  debt, 
something  Mr  Bemabe  has  in  the  past 
argued  was  a weakness  in  Olivetti's  bid. 
The  company  would  also  no  longer  have 
funds  to  integrate  its  mobile  subsidiary. 
Mr  Bemabe's  plan  for  a unified  capital 
structure  would  have  to  be  abandoned 
too. 

If  this  copy-cat  approach  was  the  only 
one  available,  it  might  be  sensible  for 
Telecom  to  adopt  it.  But  it  is  still  unclear 
whether  the  failure  to  secure  a quorum 
really  indicates  that  shareholders  are 
backing  Olivetti  or  just  keeping  their 
options  open.  To  retain  its  independence, 
Telecom  needs  to  do  more  than  sit  on  its 
bands.  But  it  will  be  disappointing  if  the 
best  Mr  Bemabe  can  do  is  eat  his  words. 

Takeovers 

Should  bidders  be  allowed  to  include,  as 
a condition  of  their  offer,  that  there  be  no 
changes  to  the  board  of  their  target?  The 
Issue  is  pertinent.  The  Takeover  Panel  is 
pondering  whether  Michael  Ashcroft  can 
utilise  just  such  a condition  to  fold  his  bid 
for  Corporate  Services  Group.  From  a cor- 
porate governance  perspective  it  is  dear 
why  such  a condition  might  be  undesir- 
able. After  all  it  is  up  to  shareholders  to 
decide  on  the  composition  of  their  board. 

In  a bid  situation  especially,  they  may  feel 
they  need  to  strengthen  the  board  to  get 
the  best  price  for  the  company.  It  is  not 
for  a bidder  to  choose  who  to  negotiate 
with.  That  said,  shareholders  can  simply 
.ignore  such  a condition,  as  a majority  of 
CSG's  have  done,  by  pressing  for  the 
removal  of  some  directors. 

Furthermore,  such  a condition  is  not  in 
itself  that  dangerous.  Its  existence  alone 
does  not  allow  a bidder  to  invoke  it  and 
let  his  bid  lapse.  For  that  to  happen,  the 
Takeover  Panel  has  to  judge  the  matter  to 
he  of  “material  significance"  to  the  bid- 
der. Where  the  panel  will  come  down  in 
the  case  of  CSG  is  still  unclear.  It  may 
decide  that  the  resignation  of  Jeffrey 
Fowler  as  CSG  chairman  does  not  actu- 
ally warrant  Mr  Ashcroft  lapsing  his  offer. 
That  would  be  ironic  since  neither  Mr 
Ashcraft  nor  a number  of  CSG’s  share- 
holders seem  that  keen  on  the  bid  - at 
least  in  its  current  shape. 
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FT  WEATHER  GUIDE 


By  Jim  KBfly  In  London 

The  Financial  Accounting  Standards 
Board  of  the  US  has  formally 
rejected  a blueprint  for  a body  that 
would  set  a single  reporting  code  for 
multi-national  companies  wanting  to 
list  on  the  world's  leading  stock  mar- 
kets. 

Ed  Jenkins,  chairman,  said  propos- 
als by  the  International  Accounting 
Standards  Committee  did  not  go  far 
enough  “in  creating  a high-quality, 
independent  standard  setter  that 
would  be  acceptable  worldwide". 

The  board's  statement  implies  that 
if  a series  of  specific  improvements 
to  the  plan,  which  would  make  it 
closely  resemble  the  FASB.  are  not 
agreed  then  it  might  set  up  a rival 
body  that  it  would  hope  to  see 
become  a world  accounting  stan- 
dards board. 

The  FASB’s  response  raises  the 
spectre  of  a dual  system  in  world 
financial  reporting. 

The  European  Commission  is  a 
strong  supporter  of  the  IASC.  as  are 
several  big  economies.  But  the  FASB 
believes  some  could  be  tempted  to 


back  a rival.  Supporters  of  the  IASC 
will  see  the  move  as  a gambit.  They 
hope  that  pressure  from  the  G7 
countries  for  rapid  progress  in  build- 
ing a single  global  financial  report- 
ing system  to  safeguard  investors 
will  bring  the  two  sides  together. 

The  International  Organisation  of 
Securities  Commissions,  the  dub  of 
world  stock  market  regulators,  is 
reviewing  a set  of  core  standards 
produced  by  the  IASC  for  use  on 
leading  stock  markets. 

But  the  debate  on  the  future  struc- 
ture of  the  IASC  has  overshadowed 
its  work. 

Sir  Bryan  Carsberg,  secretary- 
general  of  the  IASC,  said  the  FASB’s 
view  was  not  “unanimous  in  the  US” 
and  underestimated  the  fine  balance 
that  had  been  drawn  up  in  the  pro- 
posals to  reform  the  IASC. 

“We  have  got  to  do  a lot  of  talking 
to  narrow  the  gaps."  he  said.  He 
agreed  that  negotiations  had  reached 
a “crunch"  and  that  politics  had 
complicated  the  talks.  “It  is  a pity 
people  have  to  engage  in  a sort  of 
power  struggle." 

Sir  Bryan,  a former  UK  director- 


Indian  PM  to  face  confidence 
vote  after  losing  coalition  ally 


By  Mark  Nicholson  h New  Delhi 

India's  president  yesterday  told  the 
government  of  Atal  Behan  Vajpayee 
to  seek  a confidence  vote  in  parlia- 
mentafter  a key  ally  pulled  out  of 
the  ruling  coalition. 

President  K.R.  Narayanan  gave  no 
deadline  for  the  confidence  vote  - 
the  most  serious  threat  to  the  Bhar- 
atiya Janata  Party  government  since 
it  came  to  power  last  year. 

Indian  television  reported  last 
night  that  the  government  had 
agreed  to  face  a vote  at  the  opening 
of  parliament  today. 

Congress,  parliament’s  second  big- 
gest party,  claimed  that  the  loss  of 
18  MPs  from  the  Tamil  Nadu-based 
AIADMK  party  had  reduced  the  BJP 
coalition  to  a minority  in  the  543- 
seat  parliament,  giving  it  “no  moral, 
constitutional  and  political  right  to 
continue  in  office". 

The  sentiment  was  echoed  by 
other  opposition  groups.  Analysts 
said  last  night  they  believed  the  BJP 


was  15  seats  short  of  a majority  in 
the  lower  house. 

BJP  leaders  insisted  they  could 
rally  a majority  in  the  lower  house 
in  spite  of  the  withdrawal  of  the 
AIADMK.  led  by  controversial  for- 
mer movie  star  J.  Jayalalitha. 

“It  is  not  a minority.  You  will  see 
it  in  the  house,"  said  Venkaiah 
Naido,  BJP  spokesman.  He  declined 
to  explain  where  it  would  find  sup- 
port to  offset  the  loss  of  its  ally. 

“The  shortfall  will  be  made  up," 
Mr  Vajpayee  said. 

If  the  government  falls,  it  will  be 
the  fourth  Indian  administration  to 
collapse  in  three  years.  That  would 
raise  the  possibility  of  new  elections 
in  little  over  a year,  casting  a pall  of 
political  uncertainty  over  its  econ- 
omy, which  has  shown  signs  of 
recovery  in  recent  months. 

Business  leaders  expressed  disap- 
pointment at  the  latest  political  cri- 
sis. “In  the  last  four  years  we’ve 
seen  uncertainty  after  uncertainty 
and  only  in  the  last  four  months 


some  signs  of  stability,”  said  Rsuesh 
Shah,  president  of  the  Confederation 
of  Indian  Industry.  "If  we  are  to  go 
through  a period  of  limbo,  it  wont 
be  good  for  the  country." 

The  stock  market  has  declined  by 
more  than  7 per  cent  since  the  crisis 
ramp  to  a head  late  last  week.  Bro- 
kers said  they  were  bracing  for  fur- 
ther falls  today.  The  market  was 
closed  for  a holiday  yesterday. 

India's  latest  political  squall  may 
threaten  passage  of  the  country's 
budget  presented  in  February  and 
due  for  parliamentary  approval  this 
month,  and  other  vital  economic 
bills,  including  an  insurance  bill 

The  crisis  could  set  back  modest 
progress  in  Delhi's  talks  with  Pakis- 
tan and  the  US. 

The  fractured  nature  of  India's 
parliament  where  there  are  almost 
40  parties  with  fewer  than  20  mem- 
bers, makes  it  almost  impossible  to 
call  the  result  of  a confidence  vote. 

Pakistan  missile  test  Page  6 
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US  rejects  plan  for  world 

accounting  standards  body 


general  of  fair  trading,  added  that 
the  FASB’s  response  raised  the  pos- 
sibility that  the  European  Union 
might  require  US  companies  to  fol- 
low IASC  rules  when  listing  on 
European  stock  markets. 

The  IASC  has  won  the  specific 
encouragement  of  the  GTb  finance 
ministers.  Sir  Bryan  has  also  worked 
to  accommodate  growing  Interest  Jn 
harmonisation  within  the  single 
European  market  and  the  role  of  the 
European  Commission. 

The  FASB  has  consistently 
attacked  the  IASC  for  what  it  sees  as 
its  of  independence,  disclosure, 
and  due  process  and  poor  record  in 
enforcing  compliance. 

The  IASC  hopes  an  acceptable 
compromise  can  be  hammered  out 
by  the  summer. 

If  the  IASC  succeeds  In  getting 
agreement  for  the  use  of  its  stan- 
dard, companies  would  be  able  to 
use  a single  set  of  accounts  to  list 
anywhere  in  the  world  to  raise 
capital 
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F?nce  pressures  are  exhausting  oil  company  chief 
executives  around  the  globe.  Production  caps 
hayC: eased  the  situation  in  the  Short  term  but,  , 
says  Robert  Corzine,  a relapse  is  still  possible 


Volatility  has  long  been  a 
watchword  for  the  Interna- 
tional* petroleum  industry. 
But  .the  extreme  swings  in 
soatiment.that  have  affected 
the  sector  over  the  first 
three  months  of  this  - year 
have  rarely  been  seen  in 
'such  a short  period: 

In  January  and  early  Feb- 
ruary the  gloom  that  had 
settled  oyer  world  oil  mar. 
Sets  for  much  of  last  year 
seemed  impenetrable.  Oil 
executives  spoke  bleakly  of 
prices  having  "entered  a new 
paradigm.”,  the  buzz  phrase 
for' a possibly  prolonged 
peadod  of  oil  price  deflation. 

The  World  Bazik  detected 
“evidence  -of  a fundamental 
break  In  the  level  of  com- 
modity-  prices,  due  to  rapid 
advances  m technology  and  . 
declining  costs  of  produc- 
tion". ' 

'The  gloom  deepened  as  the 
western  world' s biggest  inte- 
grated Oil  companies  began 
reporting  sharp - slides,  in 
profits,  deep  .cuts  in  capital. 
spending  ahd  large-scale 
rednndancfes.  Many  prefects 
that  had  not  been  marginal- 
ised by  -low  [crude  prices' 
were  delayed.:  - --.  .: 

In- many  oil-producing 
countries;' national  .budgets 
came  tinder  renewed.'  pres- 
sure:  There  .'were  warnings. 


of  possible  cavil  unrest  m the 
most  vulnerable  countries  if 
prices  stayed  depressed.  The 
only  bright  spot  was  the 
strong  performance  of  the 
US  economy,  the  world’s  big- 
gest petroleum  market.  But 
even  its  buoyant  economic 
growth  failed  to  offset  the 
collapse  In  oil  demand  in 
Asia  and  elsewhere. 

- As  the  weeks-  passed  and 
oil  prices  showed  no  signs  of 
improving,  fears  grew  that 
they  could  plunge  even  fur- 
ther as  members  of  the 
Organisation  of  Petroleum 
Exporting  Countries,  contin- 
ued to  squabble  over  produc- 
tion cuts  agreed  last  year. 

“Earlier  this  year  we  were 
in  imminent  danger  of  a 
global  price  war  that  would 
have  had  terrible  conse- 
quences for  our  [Opec]  coun- 
tries," says  All  Rodriguez, 
the  Venezuelan  oil  minister. 
“It  could  even  have  been 
worse  than  many  belligerent 
wars."  . 

Intense-  diplomacy  by 
Saudi  Arabia^  the  world’s ; 
biggest  oil  producer  and 
exporter,  helped  bring  the  off 
world  hack  from  the  brink. 
The  elation  with- which  oQ 
producing  countries  and 
companies  welcomed  the 
agreement  in  the  Hague  in 
Much-  that  - paved  the  way. 


for  a new  round  of  global 
production  cuts  was  more 

than  mirtwBtiH'Vfehli* 

But  are  the  sighs  of  relief 
being  heard  in  oil  ministries 
and  corporate  boardrooms 
worldwide  warranted?  Has 
the  market  really  turned? 
' And  what  are  same  of  the 
lessons  of  the  oQ  price  col- 
lapse? . 

Last  week  the  Interna- 
tional  Energy-  Agency,  the 
Paris-based  organisation 
that  monitors  world  ail  mar- 
kets on  behalf  of  the  indus- 
trialised countries,  said  it 
believed  the  latest  , round  bf 
oil  production  cuts  by  lead-, 
tag  exporters  "...  would  lead 
to  significant  stock  draw- 
downs over  the  remaining 
three  quarters  of  fhfs  year,” 
assuming  that  the  agree- 
ment was  honoured. 

On  that  point,  the  IEA  said 
“.^serious  implementation 
appears  to  have  already 
begun".  The  agency  added 
that  the  quality  of  the 
high-level  political  commit- 
ments supporting  the  Hague 
agreement  gives  it  a credibil- 
ity that  was  absent  fttan  last 
year’s  .effort  by  Opec  and 
non-Opec  producers  to  prop 
‘up  prices. 

Although  the  cuts  - aimed, 
at  eliminating,  the  global 
supply  overhang  that  was 


one  of  the  main  causes  of 
last  year’s  price  collapse  - 
were  only  implemented  from 
April  1,  the  shift  in  market 
sentiment  in  recent  weeks 
has  been  pronounced.  In  the 
four  weeks  to  April  8 the 
price  of  the  bellwether  two- 
' month  forward  Brent  futures 
contract  rose  more  than  20 
per  cent  on  London’s  Inter- 
national Petroleum 
Exchange. 

But  the  euphoria  is  tinged 
with  caution.  The  latest  rally 
was  only  able  to  lift  the 
average  price  of  two-month 
forward  Brent  to  $12.96  a 
barrel  for  the  year  to  April  8, 
weD  below  last  year’s  aver- 
age of  $13457. 

Longer-term  oil  futures 
prices  also  show  that  the 
markets  are  cautious  about 
bow  far  the  present  recovery 
will  go.  On  April  8 the  price 
of  the  Brent  futures  contract 


for  April  2000  was  just  $13.94, 
well  below  the  $l&$20  a bar 
rel  range  that  more  than  a 
few  Opec  oil  ministers  hoped 
to  achieve  through  their  lat- 
est cuts. 

Given  the  dynamic  nature 
of  oQ  markets  and  the  myr- 
iad factors  that  affect  them, 
their  hopes  may  yet  be  real- 
ised. But  not  all  Opec  states 
are  hoping  for  sharp  price 
increases.  Mr  Rodriguez, 
Venezuela’s  oil  minister, 
believes  it  is  time  for  the 
exporters’  group  to  begin 
thinking  about  price  cell- 
ing, as  well  as  price  floors, 
as  a way  to  contain  price 
volatility:  “Some  optimists 
talk  about  oil  bitting  $21  a 
barrel,  but  that  znay  bring  us 
back  to  over-production. 
That’s  why  we  need  a ceil- 
ing," he  says. 

Relief,  tempered  with,  cau- 
. tlon.  also  marks  the 


response  of  the  corporate 
sector  to  the  recent  price 
recovery. 

Few  companies  are  expec- 
ted to  relax  their  efforts  to 
slash  their  costs  and  lower 
the  economic  threshold  at 
which  they  can  develop  new 
fields. 

A recent  survey  of  94  oil 
companies  conducted  by 
Robertson  Research,  a UK- 
based  oil  consultancy,  shows 
the  companies  are  using  an 
average  oil  price  of  just 
$13.76  a barrel  for  1999  bud- 
geting purposes.  Many  are 
insisting  that  new  projects 
must  be  profitable  at  $10  oil 
prices. 

The  survey  also  suggests 
oil  companies  have  lost  none 
of  their  ardour  for  securing 
access  to  low-cast  oil 
reserves,  especially  in  the 
Middle  East.  It  shows  a 
sharp  rise  in  interest  in  Iran, 


Saudi  Arabia  and  Kuwait, 
even  though  the  last  two 
countries  still  do  not  allow 
direct  foreign  investment  In 
their  exploration  and  pro- 
duction sectors,  but  are 
studying  the  possibility. 

The  long-term  intentions 
of  such  producers  has  pro- 
voked intense  debate  within 
western  oO  companies.  Some 
- including  those  that  are 
keen  to  invest  In  Kuwait  and 
Saudi  Arabia  - say  they 
would  view  the  opening  of 
those  oil  industries  as  an 
admission  by  two  of  the 
world's  leading  producers 
that  long-term  prices  are 
likely  to  foil. 

“Unless  they  believe  that 
world  demand  will  pick  up 
at  quite  a rate  and  over  a 
long  time,  they  simply  don't 
need  to  add  capacity,"  says 
one  European  executive  who 
monitors  the  region. 


Another  indirect  clue  to 
possible  long-term  price  per- 
ceptions will  be  whether  the 
wave  of  consolidation  in  the 
US  and  European  industry 
continues:  “You  cannot 
underestimate  the  sheer 
exhaustion  that  many  chief 
executives  feel  at  having  to 
cope  with  low  oil  prices,” 
says  one  merchant  banker. 
For  those  companies  with 
extensive  exposure  to  high- 
cost  areas,  “the  relentless 
pressure  to  consolidate” 
might  prove  overpowering  it 
the  current  upward  price 
trend  stalls. 

The  threat  of  a slow  death 
that  faced  a large  chunk  of 
the  world's  oil  industry  at 
the  start  of  the  year  may 
have  receded.  But  the  depth 
of  the  downturn  is  likely  to 
leave  lasting  impressions 
and  more  than  a few  scars 
on  the  industry. 


Shell  works  hard  to  discover  new  sources  of  energy. 
'But,  we  also  work  hard  to  see  the  world  doesn’t  suffer  in 
the  process.  If  we're  exploring  for  oil  and  gas  reserves  in 
environ  men  ta  By  sensitive  regions,  we  consult  widely  with 
the  different  local  and  global  interest  groups  to  ensure  that 
bto-dtoraily  In  each  location  is  preserved.  Were  abo 
trying  to  encourage  these  bodies  to  stay  Involved  throughout 
the  process  and  monitor  our  progress  so  that  together, 
we  can  review  and  improve  the  ways  in  whkh  we  work. 
. It's  all  part  of  our  commitment  to  sustainable  development; 
balancing  economic  progress  wttb  environmental 
care  and  social  responsibility.  Because  we  believe  that, 
even  when  times  are  tough,  supporting  the  best  interests 
of  the  world  is  in  our  own  best  interest. 
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BUSINESS  OF  EFFICIENCY  by  Vanessa  Houlder 


Beginning 
of  the  end 

Developing  nations  are  stretching  the 
timeframe  for  weaning  us  all  off  oil  and  coal 


Most  oil  companies  remain 
deeply  sceptical  about  the 
need  to  take  action  to  curb 
global  warming.  But  not  all. 
The  case  for  developing 
cleaner,  renewable  energy 
sources  Is  being  argued  by  a 
small,  but  influential  part  of 
tbe  industry. 

“We've  embarked  on  the 
beginning  of  the  last  days  of 
the  age  of  oil,”  said  Mike 
Bowlin,  chief  executive  offi- 
cer of  Arco,  the  US  oil  and 
gas  company,  in  a speech 
delivered  in  February. 
“Global  demand  for  clean 
energy  - natural  gas,  renew- 
ables, electricity  and  new 
energy  technologies  - will 
grow  faster  than  overall 
demand  for  energy,  includ- 
ing oil  and  coal,”  he  said. 
Energy  companies  could 
recognise  the  growing 
demand  for  alternative  fuels 
or  "ignore  reality  and  slowly 
but  surely  be  left  behind”. 

An  energy  company  pon- 
dering how  seriously  it 
should  take  global  warming 
has  to  assess  a complex  mix 
of  factors  encompassing  sci- 
ence, technology,  the  inter- 
national commitment  to 
curbing  climate  change  and 
public  opinion,  which  is 
heavily  influenced  by  tbe 
prevalence  of  climate-related 
natural  disasters. 

Last  year,  an  exceptionally 
severe  El  Nino  (a  periodic 
warming  of  the  eastern 
Pacific)  served  to  illustrate 
the  damage  that  could  be 
inflicted  by  global  wanning. 
Six  of  the  first  eight  months 
of  1998  set  temperature 
records,  China  had  its  worst 
floods  for  three  decades,  two- 
thirds  of  Bangladesh  was 
under  water  for  most  of  the 
summer  and  Hurricane 
Mitch  devastated  large  parts 
of  central  America. 

Destruction  of  this  sort 
can  create  a climate  of  opin- 
ion in  which  governments 
and  companies  start  accept- 
ing the  need  for  change. 

"Among  the  most  impor- 
tant developments  since 
Kyoto  has  been  the  growing 
number  of  leading  US  corpo- 
rations acknowledging  that 
the  threat  of  climate  change 
is  real  Many  are  now  work- 
ing to  turn  the  promise  of 
Kyoto  into  a reality,  explor- 
ing new  ways  to  use  energy 
better  and  smarter,"  said 
Stuart  Eizenstat,  head  of  the 
US  delegation  at  last  Novem- 


ber's climate  change  confer- 
ence in  Buenos  Aires. 

The  Buenos  Aires  confer- 
ence attempted  to  hammer 
out  details  of  the  interna- 
tional agreement  struck  in 
Kyoto  a year  earlier.  In  this 
protocol,  developed  coun- 
tries agreed  to  reduce  emis- 
sions by  5 per  cent  by 
2008-2010,  which  represents  a 
29  per  cent  cut  compared 
with  the  expected  "business 
as  usual”  emission  levels 
without  the  Protocol. 

Over  a year  after  the 
Kyoto  protocol,  countries  are 
still  struggling  with  the 
question  of  how  they  will 
achieve  the  savings  they 
promised.  The  approach  to 
greenhouse  gas  controls  may 
vary  significantly  from  place 
to  place.  For  example,  the 


ENERGY  EFFICIENCY 


US  is  likely  to  put  a particu- 
lar emphasis  on  emissions 
trading,  while  several  Euro- 
pean countries  are  introduc- 
ing energy  taxes. 

In  addition,  voluntary 
action  by  industry  to  regu- 
late carbon  dioxide  emis- 
sions is  becoming  a signifi- 
cant adjunct  to  traditional 
environmental  regulations, 
particularly  in  Europe,  led 
by  Germany  and  the  Nether- 
lands. Japan  and  the  US. 
This  year  the  EC  Integrated 
Pollution  Prevention  and 
Control  directive  will  come 
into  force,  requiring  that 
industrial  installations  be 
operated  in  such  a way  that 
“energy  is  used  efficiently”. 

But  whatever  tactics  are 
used,  the  direct  impact  on 
global  climate  of  developed 
countries’  efforts  to  curb 
their  greenhouse  gas  is 
likely  to  be  limited  in  the 
short  term. 

Most  future  growth  in 
emissions  is  expected  to 
occur  in  the  fast-developing 
regions  of  Asia  and  Latin 
America,  which  are  not  sig- 
natories to  the  framework 
convention.  Moreover,  given 


the  long  history  of  past  emis- 
sions and  the  inertia  of  the 
climate  system,  a substantial 
amount  of  further  climate 
change  cannot  be  avoided, 
even  if  countries  make  cuts 
in  current  emissions. 

As  a result  of  these  fac- 
tors, the  Kyoto  target  itself 
does  relatively  little  to  com- 
bat the  rate  of  climate 
change,  according  to  a group 
of  UK  scientists  writing  in 
Nature,  the  science  journal 
last  October.  Fully  imple- 
menting the  Kyoto  protocol 
would  reduce  the  expected 
warming  of  L4°C  by  2050  by 
just  0.05°C. 

"The  global  numbers  of 
people  put  at  increased  risk 
of  hunger,  water  shortage  or 
coastal  flooding  during 
storms  as  a result  of  project 
climate  changes  Is  hardly 
touched  by  the  targets  under 
discussion  at  Buenos  Aires, 
even  if  full  implementation 
of  the  targets  is  agreed 
there,"  they  said. 

This  apparently  inexorable 
rise  in  temperature  under- 
lines the  importance  of  adap- 
tation. It  also  underlines  the 
perception  that  the  Kyoto 
protocol  is  only  the  first  step 
in  a process  that  must  even- 
tually require  much  greater 
reduction  in  emissions, 
together  with  the  participa- 
tion of  developing  countries. 

But  even  if  the  industria- 
lised countries,  acting  alone, 
cannot  hope  to  arrest  cli- 
mate change,  there  is  a 
widely  held  view  that  they 
should  take  a lead.  Unless 
industrialised  countries 
make  strenuous  efforts  to 
curb  their  emissions,  it  is 
unlikely  that  developing 
countries  would  be  prepared 
to  limit  their  own  emissions. 
Moreover,  the  Industrialised 
countries  have  a crucial  role 
in  spearheading  the  techno- 
logical efforts  to  find  alterna- 
tive forms  of  energy. 

For,  in  the  end,  the  solu- 
tion to  the  global  warming 
problem  is  likely  to  depend 
on  technological  innovations 
that  allow  a shift  towards 
cleaner  energy  sources. 

At  present,  around  15  per 
cent  of  the  world's  energy 
comes  from  non-fossil  fuels. 
That  would  have  to  rise  to  at 
least  50  per  cent  for  the 
earth's  atmospheric  carbon 
dioxide  content  to  be  stabi- 
lised at  twice  pre-industrial 
levels,  according  to  scien- 
tists from  New  York  Univer- 
sity writing  in  the  journal 
Nature  in  October  1998. 

The  scale  of  this  transition 
appears  daunting.  But  the 
challenge  could  be  an  oppor- 
tunity, the  scientists  said. 
"The  potentially  adverse 
effect  of  humanity  on  the 
earth's  climate  could  well 
stimulate  new  industries  in 
the  21st  century,  as  did  the 
Second  .World  War  and  the 
'cold  war”  in  this  century."  I 


FINANCIAL  TIMES  THURSDAY 


FUEL  EFFICIENCY  by  John  Griffiths 


Eco-cars  show  spurt 


DaimlerChrysler's 
Necar  4 has  come 
a long  way  from  the 
concept  cars  of  the 
past  decade 

An  entirely  new  era  in  the 
history  of  tbe  car  has  just 
been  quietly  ushered  in  on 
the  picturesque  roads 
around  George  Washington’s 
former  home,  on  the 
outskirts  of  the  US 
capital. 

Quietly  in  a literal  sense  - 
the  diminutive  Mercedes- 
Benz  A-Class  scuttling 
through  the  trees  emitted 
only  a discreet  whine. 

Far  more  significantly,  its 
"exhaust"  was  emitting 
water  vapour,  not  pollutants 
or  carbon  dioxide,  the  main 
"greenhouse”  gas. 

The  practically  and  com- 
mercially viable  car  powered 
by  an  environmentally 
“clean"  fuel  cell,  rather  than 
a petrol  or  diesel  engine, 
may  not  yet  be  in  the  show- 
room. But  the  speed  of  its 
development  has  been  a 
great  surprise. 

While  the  baby  Benz  may 
be  first.  Ford,  General 
Motors  and  most  other  large 
manufacturers  have  made 
clear  that  they  do  not  intend 
to  be  far  behind. 

Both  co-chairmen  of  Daim- 


lerChrysler.  JQrgen 
Schrempp  and  Robert  Eaton, 
were  on  hand  to  stress  that 
the  fuel  cell  project  is  for 
real  and  that  cars  will  be  on 
sale  in  just  over  four  years' 
time.  Just  as  Importantly, 
said  Mr  Schrempp,  the  cars 
will  be  in  the  marketplace  as 
genuine  competitors,  with 
□one  of  the  purchase  subsi- 
dies that  have  underpinned 
many  battery-powered 
vehicle  sales. 

Present,  too.  was  Firoz 
Razul.  chief  executive  of  Bal- 
lard Power  Systems,  the 
Vancouver-based  company 
which  developed  the  fuel  cell 
technology  and  which  has 
formed,  in  partnership  with 
Ford  and  Daimler  Chrysler, 
German-based  dbb  Fuel 
Cell  Engines  to  produce 
them. 

It  is  significant  that  under 
the  terms  of  the  deal,  involv- 
ing an  investment  of  more 
than  Slbn.  dbb  i9  free  to  sell 
the  systems  to  other  manu- 
facturers. All  three  partners 
recognise  the  need  for  the 
technology  to  become 
generic  if  other  industries 
are  to  respond  and  create  its 
supporting  infrastructure. 

tn  much  simplified  terms, 
a fuel  cell  works  by  taking 
oxygen  from  the  air  and 
combining  it  with  hydrogen 
to  produce  electric  power  for 
motors  propelling  the  car. 


The  availability  of  mayimmr? 
torque  from  startup  elimi- 
nates the  need  for  a gearbox. 
Where  pure  hydrogen  is  not 
used,  the  hydrogen  is 
extracted  from  methanol  or 
other  liquid  fuel  via  an  on- 
board reformula  ter. 

There  are  still  hurdles  to 
overcome,  most  notably  in 
terms  of  reducing  compo- 
nent costs,  the  fuel  to  be 
used  and  the  infrastructure 
needed  to  deliver  it  Necar  4 
uses  pure  compressed  hydro- 
gen at  cryogenic  tempera- 
tures. It  thus  emits  neither 


to  be  used,  its  own  stance, 
and  that  of  much  of  the 
automotive  industry,  is  that 
methanol  is  likely  to  prove 
most  practical,  although  it 
will  still  emit  C02.  albeit  at 
a rate  claimed  to  be  cur- 
rently 30  per  cent  less  than 
the  most  efficient  internal 
combustion  engine. 

Since  methanol  can  be  pro- 
duced ad  infinitum  from 
renewable  resources  such  as 
trees,  it  offers  the  prospect 
of  a transport  industry  no 
longer  having  to  worry  too 
much  about  oil  drying  up  in 
40  or  so  years’  time.  But  it. 
too,  needs  its  own  distribu- 
tion infrastructure,  even  if  it 
can  be  fairly  readily  pro- 


There  are  still  hurdles  to  overcome  in 
terms  of  component  costs,  fuel  and 
the  infrastructure  needed  to  deliver  it 


pollutants  nor  C02. 

But  the  development  of  a 
comprehensive  infrastruc- 
ture for  the  mass  distribu- 
tion of  such  a fuel  almost 
certainly  rules  it  out  for  any 
vehicle  operations  except 
those  — such  as  airports  - 
where  vehicles  operate 
locally  and  can  be  supplied 
from  a single  refuelling  site. 

Although  DaimlerChrys- 
ler's  development  teams  are 
working  to  a multi-fuel  brief 
which  will  allow  pure  hydro- 
gen, methanol  or  even  petrol 


vided  through  separate 
tanks  and  pumps  at  conven- 
tional filling  stations. 

DaimlerChrysler  is  invest- 
ing $i.4bn  to  turn  Necar  into 
commercial  reality.  Necar  4’s 
performance,  with  a fuel  cell 
size  putting  out  the  equiva- 
lent of  75bhp,  includes  a 280 
mile  range,  90  mph  top  speed 
and  a fuel  consumption 
equivalent  to  88  petrol  miles 
per  gallon.  Such  is  the  cur- 
rent rate  of  fuel  cell  system 
development,  DaimlerChrys- 
ler and  Ballard  Power 


Systems  engineers  suggest 
that  by  the  time  it  reaches 
commercial  production  all 
elements,  including  002 
emission  levels,  will  have 
been  substantially  improved. 

The  fuel  cell  car  will  not 
arrive  in  the  marketplace  in 
time  to  make  a substantial 
contribution  to  the  Euro- 
pean motor  industry's  volun- 
tary commitment  to  cut  car- 
bon dioixe  emissions  on  new 
cars  by  25  per  cent  by  2008. 

Even  DaimlerChrysler  does 
not  expect  fuel  cell  cars  to 
make  a significant  impact  in 
terms  of  volume  until -after 
2010,  despite  the  generic 
nature  of  the  technology  - 
adding  more  fuel  cells  cre- 
ates more  power  and  will 
allow  a quick  spread 
through  all  sizes  of  vehicles. 

Thus  work  on  new  genera- 
tions of  petrol  and  diesel 
engines,  using  such  innova-  ~ Jtj 
Hons  as  very  high  pressure  . W1 
fuel  pumps  and  fuel  delivery 
through  an  efficient  "com- 
mon rail”,  is  proceeding 
unabated,  with  aB  sorts  of 
variations  in  between  - not  . 
least  “hybrids"  using  battery 
and  internal  combustion 
engines  combined  to 
increase  fuel  efficiency  and 
cut  pollution.  Toyota's  Prius 
hybrid,  soon  to  go  on  sale  in 
Europe,  is  already  selling 
more  than  20,000  units 
monthly  in  Japan. 

The  EU  target  is  a stiff 
one.  But  on  present  prog-  j 
ress,  the  Industry  is  well  on 
course  to  meet  it 


UN  FRAMEWORK  CONVENTION  ON  CLIMATE  CHANGE  by  Vanessa  Houlder 


THE  ROLE  OF  TAXATION  by  Stewart  Boyle 


t)/" 


Tip  of  the  iceberg 
steels  political  will 

Signatories  to  the  United  Nations  Kyoto  Protocol  have  been  stirred  by  the  severity  of 
last  year’s  El  Nino  but  ongoing  talks  are  struggling  to  make  progress 


When  ministers  gathered  in 
Buenos  Aires  last  November 
for  talks  on  dhnate  change, 
the  urgency  of  their  task 
was  dramatically  underlined 
by  a spate  of  natural  disas- 
ters. A succession  of  severe 
droughts,  hurricanes,  forest 
fixes  and  floods  illustrated 
tbe  problems  that  are  likely 
to  be  exacerbated  by  rising 
temperatures. 

But  the  outcome  of  the 
talks  was  unspectacular. 
One  of  the  most  tangible 
results  was  the  US  decision 
to  become  the  sixtieth  coun- 
try to  sign  the  Kyoto  Proto- 
col - the  agreement  on  curb- 
ing greenhouse  gases  that 
was  hammered  out  a year 
earlier  - although  there  is 
still  little  prospect  that  it 
will  ratify  the  protocol. 

There  were  also  announce- 
ments by  Argentina  and 
Kazakhstan  that  they  would 
Impose  their  own  targets  on 
limiting  greenhouse  gases. 

More  generally,  the  160 
countries  at  the  conference 
agreed  to  finalise,  by  no 
later  than  2000,  a set  of  rales 
to  make  it  cheaper  and 
easier  to  reduce  greenhouse 
gas  emissions  and  to  hold 
countries  accountable  when 
they  emit  more  greenhouse 
gases  than  permitted. 

In  addition  to  declarations 
of  this  kind,  there  were  some 
modestly  encouraging 
trends.  One  such  was  a 
slight  but  discernible  soften- 
ing of  the  hostility  of  parts 
of  the  business  community 
to  the  climate  change 
agenda.  Stuart  Eizenstat, 
head  of  the  US  delegation  at 
Buenos  Aires,  said:  "We’ve 
got  literally  dozens  of  com- 
panies, world  class  compa- 
nies, who  want  to  be  part  of 
the  solution... This  is  a sea 
change  in  the  position  of 
many  companies." 

He  also  highlighted  grow- 


ing interest  from  developing 
countries  in  the  “clean 
development  mechanism" 
(CDMj,  which  - along  with 
"joint  implementation”  (JI) 
- was  one  of  the  mecha- 
nisms introduced  in  the 
Kyoto  protocol  to  help 
“green"  development  flows 
to  developing  countries  and 
economies  in  transition.  - 

Using  these  mechanisms, 
investors  from  an  industria- 
lised country  will  get  credit 
for  an  emissions  abatement 
project  carried  out  in  devel- 
oping or  “transition"  coun- 
tries, at  a lower  cost  than  if 
the  project  had  been  carried 
out  domestically. 

The  potential  size  of  the 
JI/CDM  market  is  signifi- 
cant. Over  the  next  decade, 
it  could  reach  about  SlObn, 
according  to  the  Switzer- 
land-based International 
Academy  of  the  Environ- 
ment. 

Some  critics  doubt  the 
effectiveness  of  these  mea- 
sures. But  the  initiative  also 
has  champions  who  believe 
it  could  provide  a strong 
Incentive  for  developing 
countries  to  opt  for  a more 
sustainable  form  of  develop- 
ment. They  could  potentially 
influence  decisions  about 
energy  generation  that  will 
have  a lasting  impact  on 
worldwide  greenhouse  gas 
emissions  for  years  to 
come. 

The  cautious  enthusiasm 
for  the  JI  and  CDM  mecha- 
nisms at  the  Buenos  Aires 
conference  contrasted  with 
the  controversy  that  raged 
over  the  third  “flexible 
mechanism",  namely  emis- 
sions trading. 

This  facility,  which  per- 
mits developed  countries  to 
trade  their  emission  allow- 
ances with  other  countries, 
is  strongly  championed  by 
the  US.  It  cites  the  success  of 


its  sulphur  dioxide  emissions 
trading  system  for  its  acid 
rain  programme,  which 
resulted  in  30  per  cent  fester 
reductions  and  50  per  cent 
lower  costs  than  had  been 
anticipated. 

The  European  Union 
believes  unlimited  use  of 
emissions  trading  might  stop 
countries  from  making  sig- 
nificant cuts  in  emissions 
domestically.  In  particular, 
It  is  concerned  about 
wealthy  countries  buying 
their  way  out  of  their  obliga- 
tions, by  trading  in  “hot  air” 
the  term  used  to  describe  the 
excess  carbon  “credits”  that 
Russia  and  Ukraine  are 
expected  by  have  by  2010. 


Public  support  will 
be  needed  to 
keep  momentum 
behind  the  climate 
change  initiatives 


Much  depends  on  the 
eventual  outcome  of  the 
talks  on  these  detailed  mech- 
anisms. “There  is  a lot  of 
flexibility  In  the  Kyoto 
agreement  We  really  cannot 
tell  what  it  means  unto  the 
detailed  rules  are  negoti- 
ated.” says  Michael  Grubb  of 
the  Royal  Institute  for  Inter- 
national Affairs  and  the 
International  Academy  of 
the  Environment. 

The  negotiation  of  the 
detailed  rales  could  prove  a 
drawn-out  process.  Several 
commentators  compare  them 
to  the  process  of  trade  liber- 
alisation that  has  taken 
place  since  the  second  world 
war. 

"Trade  liberalisation  has 
moved  forward  not  on  the 


basts  of  a single  all-embrac- 
ing settlement  but  through  a 
series  of  complex  negotiating 
rounds,”  says  Rodney  Chase, 
deputy  chief  executive  of  BP 
Amoco.  “We  may  need  to 
think  In  terms  of  a similar 
process  for  the  management 
of  this  issue." 

The  idea  that  climate 
change  talks  will  be  a matter 
of  repeated  negotiations 
rather  than  a one-off  settle- 
ment is  supported  by  com- 
mentators who  fear  that  the 
Kyoto  protocol  may  never  be 
ratified,  because  the  US  will 
hold  back  from  ratification 
unless  a significant  number 
of  developing  countries 
agree  to  limit  their  emis- 
sions. 

If  tbe  Kyoto  Protocol  fails, 
some  countries  may  be  pre- 
pared to  try  again  Christo- 
pher Flavin,  senior  vice-pres- 
ident of  the  Woridwatch 
Institute,  a Washington- 
based  environmental  think- 
tank,  points  out  the  new 
agreements  have  sometimes 
emerged  from  the  ashes  of 
failed  environmental  trea- 
ties. 

For  example,  the  land- 
mines treaty  of  1997  was 
spearheaded  by  a small 
group  of  committed  govern- 
ments which  have  moved 
ahead  with  voluntary 
pledges,  after  failing  to  reach 
a wider  agreement 

But  whatever  approach  is 
adopted,  strong  public  sup- 
port will  be  needed  to 
keep  tbe  momentum  behind 
the  climate  change  initia- 
tives. 

Much  depends  on  whether 
climate  change  remains  in 
the  public  eye.  Catastrophes 
have  been  the  driving  force 
behind  many  previous  envi- 
ronmental agreements,  says 
Mr  Flavin.  “In  the  end  it 
may  come  down  to  the 
weather."  I 


US  watches  from  sidelines 


Not  all  countries  are  keen  to  tax  their  way  to  a cleaner  environment 


“It's  a start."  said  Kai 
Schegelmilch.  “We  don’t 
expect  a big  impact  straight 
away,  but  it  is  the  beginning 
of  major  long-term  ecological 
tax  reform  in  Germany.” 

Mr  Schegelmilch,  a senior 
researcher  at  the  influential 
Wuppertal  Institute,  and 
energy  tax  adviser  to  the 
German  Green  Party,  was 
assessing  the  likely  impact 
of  Germany's  new  energy 
tax.  introduced  on  April  l. 

With  a carbon  tax  already 
agreed  in  Italy,  significant 
energy  tax  increases  tabled 
In  the  UK.  energy  excise 
duty  harmonisation  across 
the  European  Union  fEU) 
now  likely,  and  energy  and 
carbon  taxes  already  an  inte- 
gral part  of  tax  reform  in  the 
Nordic  1 region  and  the 
Netherlands,  there  is  plenty 
of  political  wiU  behind  the 
issue  in  Europe. 

In  North  America,  there  is 
tittle  opportunity  for  this 
type  of  debate,  tot  in  Japan 
energy  taxes  may  emerge  as 
part  of  the  country’s  emis- 
sions-cutting  “Kyoto  plan". 

With  oil  prices  falling  from 
$28  in  1984  to  as  low  as  $9 
per  barrel  this  year,  and 
energy  prices  lower  in  real 
terms  than  they  were  in 
1993,  how  important  are 
these  developments? 

For  some  they  mark  the 
beginnings  of  substantial  tax 
reform.  For  others  they  sim- 
ply balance  out  some  of  the 
energy  price  decreases  over 
the  past  10  years. 

The  UK  Climate  Change 
Levy  proposal  reflects  cur- 
rent political  realities.  The 
government's  support  for  the 
beleaguered  coal  industry 
and  its  pledge  not  to  raise 
domestic  energy  taxes  has 
stymied  a straightforward 
carbon  tax.  Instead,  the  tax 
will  raise  around  £1.75bn 
(€2.6bn)  by  increasing  the 
wholesale  price  of  electricity 
by  around  17  per  cent  (O.Bp/ 
kWh)  and  gas  by  close  to  40 
per  cent  (OJlp/kWhJ.  while 
reducing  the  employee  tax 
cost  to  employers  from  12.2 


to  11.7  per  cent 

Despite  the  government's 
words  of  support  for  renew- 
able energy  and  efficient 
combined  heat  and  power 
(CHP)  plant,  neither  is 
exempt  from  the  tax.  Dale 
Vince,  managing  director  of 
Renewable  Energy,  a trader 
in  "green"  electricity,  says 
the  proposals  are  a "missed 
opportunity". 

David  Green,  director  of 
the  Combined  Heat  and 
Power  Association,  is 
equally  unimpressed.  "Argu- 
ments that  you  can't  differ- 
entiate between  coal-fired 
and  CHP  generated  electric- 
ity don't  bold  water.  CHP 
already  gets  exemptions 
from  the  fossil  fuel  levy  so 
administratively  we  have  a 
system  to  do  it.  Tax  exemp- 
tion for  CHP  and  renewables 
would  be  consistent  with 
government  energy  policy 

■i  • 

‘Politically, 
energy  tax 
proposals  for  this 
Congress  are  a 
non-starter’ 


and  give  a clear  signal  to 
investors,”  he  says. 

The  German  energy  tax 
does  give  such  a signal.  It 
will  be  used  to  reduce  labour 
taxes  from  42.4  per  cent  to  40 
per  cent  while  raising 
energy  prices  by  around  10 
per  cent  over  three  years. 
Energy-intensive  Industries 
and  fanners  will  be  exempt 
from  80  per  cent  of  the  tax, 
and  any  company  that  pays 
more  on  energy  taxes  than 
they  save  on  labour  tax 
reductions  can  claim  back  80 
per  cent  of  the  difference. 

CHP,  which  has  an  effi- 
ciency rate  of  70  per  cent  or 
above,  win  be  exempt  from 
the  German  tax.  Renewable 
energy  sold  on  the  grid  will 
not  be  exempted,  but  the  tax 


income  of  €102m  will  be 
used  to  fund  renewable 
energy  programmes. 

A European  Union  Direc- 
tive increasing  minimum 
level  energy  excise  duties  is 
part  of  a wider  EU  tax  har- 
monisation package. 
Although  recent  Commis- 
sion upheavals  and  the  June 
European  Parliamentary 
elections  will  delay  agree- 
ment, it  could  go  through  in 
the  second  half  of  1999. 

The  directive  would 
increase  minimum,  levels  of 
excise  duty  on  mineral  fuels, 
while  introducing  them  for 
natural  gas  and  coal.  The 
new  minimum  excise  duty 
levels  will  initially  affect 
only  a few  of  the  15  EU  mem- 
bers, but  the  tax  rates  will 
increase  in  stages  in  2000 
and  2002  and  will  ultimately 
affect  most  EU  members. 

The  extension  of  duty  to 
natural  gas  and  coal  is  also 
new  for  some  countries.  At 
present,  only  io  countries 
tax  natural  gas  and  five  tax 
coal.  For  coal,  however,  pro- 
posed exemptions  mean  that 
only  15  per  cent  of  solid  fuel 
consumption  will  be  taxed. 
Judged  on  carbon  content 
alone,  one  Commission  offi- 
cial admits  that  “natural  gas 
gets  a harder  time  under  the 
tax,  while  coal  gets  away  a 
little  easy ...  but  then  this  is 
EU  politics". 

The  Dutch  and  Danish  tax 
systems  already  have  a 
range  of  energy  and  carbon 
taxes,  including  the  recycl- 
ing of  tax  revenues  to  both 
reduce  other  taxes  and  assist 
energy  efficiency  and  renew- 
able energy  investments. 
Four  different  energy  taxes 
apply  in  the  Netherlands, 
including  a recent  additional 
energy  tax  which  exempted 
energy  intensive  industries 
signing  up  for  negotiated 
ap-eements  on  energy  effi- 
ciency and  carbon  reduction. 

This  energy  tax  has  an 
innovative  approach  to 
recycling  the  revenues,  pro- 
viding a 40  per  cent  tax 
credit  for  a list  of  selected 


energy  efficiency  and  rare 
able  energy  measures.  Da 
for  the  first  year  of  operafi 
in  1997  shows  7,000  applii 
tions  for  the  energy  inve 
ment  tax  credit  • we 
received,  involving  a tol 
investment  of  about  $826 
It  is  estimated  that  the  t 
credits  increase  the  level 
carbon  saving  by  a-  factor 
two  to  three  compared  wi 
a straight  energy  tax. 

In  the  US,  no  energy  t 
proposals  have  been  moot 
since  a . modest  increa 
scraped  through  during  Pn 
ident  Bill  Clinton’s  first  ter 
of  office.  Although  .XJS  c 
bon  emissions  are  izuareasti 
alarmingly,  for  a count] 
with  a 7 per  cent  reductii 
target  by  2010,  Dan  Beckt 
climate  change  lobbyist  f 
the  Sierra  Club,  the  enviro 
mental  pressure  grou 
admits:  “Politically,  enerj 
tax  proposals  for  this  Co 
grass  are  a non-starter". 

Article  3 of  the  Kyoto  Pr 
tocol  on  climate  change  sa; 
signatories  should,  by  200 
"have  made  demonstrab 
progress"  towards  their  20: 
greenhouse  gas  target 
‘‘Introducing  an  energy  1 1 
would  be  one  of  the  mo 
immediate  ways  for  E 
countries  to  demonstra! 
progress,"  says  Chris  He  wit 
an  eco-tax  specialist  fro: 
the  UK  think-tank  IPPR. 

Some  countries  are  struj 
gling  to  meet  these  target 
while  the  EU  tax  propos 
could  meet  up  to  10  per  cei 
of  the  member  countrie 
Kyoto  target.  The  initii 
level  of  taxes  may  on! 
change  consumer  and  ihves 
ment  behaviour  modesty 
but  a signal  would  be  give 
that  decreasing  energ 
prices  can  no  longer  b 
assumed  by  industry. 

The  US,  meanwhile,  as  tfc 
largest  carbon  emitter  in  tfa 
world,  stands  apart  froi 
these  developments,  an 
hopes  that  it  can  carter 
trade  its  way  out  of  the  pro! 
lem  created  by  its  ow 
obsession  with  cheap  energ] 
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ENERGY  by  Vanessa  Houlder 


Bulimic  habits 

must  change 

?f  ener9y  technologies  that  rely  on  infinite 
ces  should  help  normalise  the  world’s  appetite  for  foel 

If  inrliiof^u j _ _ ■ r 


IT  industrialised  countries 
are  serious  about  moving 
away  from  the  fossil  fuel! 
“at  are  blamed  for  global 
wanning,  they  are  faced 
with  a daunting  task. 

“The  bottom  line  is  that 
we  are  going  to  need  an 
international  effort  pursued 
with  the  same  urgency  as 
the  Manhattan  Project  or  the 
Apollo  space  programme." 
said  a group  of  scientists  in 
the  prestigious  research 
journal  Nature,  last  October. 

They  calculated  that  there 
is  a need  to  develop  carbon- 
free  technologies  capable  of 
providing  between  10  and  30 
tera watts  (million  million 
watts)  of  energy  over  the 
next  50  years.  “The  magni- 
tude of  the  implied  infra- 
structure transition  suggests 
the  need  for  massive  invest- 
ments in  innovative  energy 
research."  they  said. 

On  the  face  of  it.  the 
champions  of  renewable 
energy  have  few  grounds  for 
encouragement.  At  present, 
the  Paris-based  International 
Energy  Agency  says  that 


renewable  energy  (excluding 
hydroelectric  power) 
accounts  for  only  about  4 per 
cent  of  the  energy  needs  of 
its  members,  which  are 
drawn  from  industrialised 
countries. 

There  has  been  little  evi- 
dence of  the  large-scale 
research  effort  that  has  been 
called  for.  In  the  US,  which 
is  the  biggest  spender  on 
energy  R&D,  total  funding 
fell  by  40  per  cent  from  1985 
to  1994.  In  recent  years, 
spending  on  basic  research 
by  gas  and  electricity  compa- 
nies has  also  diminished 
sharply,  as  a result  of 
restructuring  and  the 
deregulation  of  energy  mar- 
kets. 

And  despite  the  efforts  of 
some  oO  companies,  such  as 
BP  Amoco  and  Shell,  to 
invest  in  renewable  energy, 
there  is  concern  that  low  oD 
prices  could  jeopardise  some 
projects.  Although  none  of 
the  leading  oil  and  gas  com- 
panies have  formally  cut 
back  their  alternative  energy 
programmes,  it  is  likely  that 


# ^WJSSIONS  TRADING  by  Vanessa  Houlder 


Salvation  or  hot  air 

Corporates  are  pushing  trading  ahead  of  tax  or  regulations 


The  prospect  of  “emissions 
trading”  - the  introduction 
of  a system  of  permits  to 
emit  greenhouse  gases  that 
could  be  traded  between 
companies  and  countries  - 
generates  both  enthusiasm 
and  scepticism. 

For  its  critics  it  is  seen  as 
a way  for  rich  countries  to 
export  their  pollution  and 
evade  their  obligations.  For 
its  supporters  it  is  a way  of 
drastically  catting  compli- 
ance costs,  making  the 
Kyoto  Protocol  targets 
achievable  without  imposing 
an  excessive  economic 
burden. 


Emissions  trading  is 
viewed  as  an  efficient  way  of 
reducing  greenhouse  gases, 
because  places  where  It  is 
cheap  to  cut  emissions  pan 
mufcn  reductions  and  sell 
those  emission  rights  to 
places,  where  reductions  are 
more  costly. 

Greenhouse  gases  are  par- 
ticularly suitable  for  emis- 
sions trading  hwrarmfl  rniHke 
other  pollutants,  which  have 
a local  impact,  the  effect  on 
global  wanning  does  not 
depend  an  where  they  are 
generated. 

Some  proponents  of  emis- 
sions trading . envisage  it 


being  solely  carried  out  on  a 
gov  errunent-to-govemment 
basis.  Others,  however, 
argue  that  companies,  rather 
than  governments,  are  best 
able  to  spot  opportunities. 

Both  views  may  eventu- 
ally be  accommodated  in  a 
hybrid  scheme  in  which 
company-level  permits  are 
traded  Internationally  and 
taken  into  account  when 
national  targets  are  calcu- 
lated. 

Attention  has  focused  on 
carbon  dioxide,  because  it  is 
the  most  important  green- 
house gas  and  because  it  can 
be  relatively  easily  mea- 
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some  projects  will  be  judged 
un viable  unless  there  is  a 
sustained  increase  in  oil 
prices. 

Nonetheless,  enthusiasts 
for  renewable  energy  can 
draw  significant  encourage- 
ment from  developments 
over  the  last  few  years.  Sales 
of  solar  calls  expanded  by 
about  15  per  cent  a year 
from  1990  to  1997,  while  coal 
and  ofl  use  increased  at  just 
over  Z per  cent  a year, 
according  to  the  Wotidwatch 
Institute,  a Washington- 
based  think-tank.  The 
growth  in  wind  power  was 
even  more  substantial,  at  26 
per  cent  per  year  once  1990. 

“While  oil  and  coal  still 
dominate  the  world  econ- 
omy, the  new  challengers 
are  expanding  at  the  kind  of 
pace  that  makes  venture 
capitalists  reach  for  their 
phones."  says  Lester  Brown, 

a director  of  the  Institute. 

The  growth  of  these 
energy  sources  has  been 
fuelled  by  developments  In 
technology  and  manufactur- 
ing. In  the  case  of  wind 


power,  largo-  turbines,  more 
efficient  manufacturing  and 
more  careful  siting  of  the 

ynqr.hfnpg  havfi  pushed  COStS 

down  sharply  from  *2,600  per 
kilowatt  in  1981  to  $800  in 
1998. 

In  total,  the  global  wind 
generating  capacity  now 

stands  at  9600  megawatts, 
creating  a wind  power  indus- 
try that  was  valued  at  $2hn 
in  .1998.  according  to  the 
Worldwatch  Institute.  Ger- 
many and  Spain  are  among 
the  heaviest'  users  of  wind 
power,  while  Danish  wind 
companies  dominate  the 
global  export  market  More 
than  half  the  new  wind  tur- 
bines installed  worldwide  In 
1998  were  made  in  Denmark. 

In  the  case  of  solar  power, 
improvements  in  cell  effi- 
ciency and  materials  have 
lowered  costs  by  80  per  cent 
In  the  past  two  decades.  The 
photovoltaic  cell,  a semicon- 
ductor device  that  turns  the  . 
sun's  radiation  directly  into 
electric  current.  Is  widely 
used  in  off-grid  applications, 
as  a power  source  for  satel- 
lites and  for  remote  commu- 
nications systems. 

According  to  PVUK,  which 

represents  solar  manufactur- 
ers in  the  UK,  the  rapid 
growth  In  the  world’s  photo- 
voltaic market  has  helped 
stimulate  increased  invest- 
ment in  manufacturing  facil- 
ities, particularly  in  Japan 
and  the  US.  If  the  total  sys- 
tem cost  from  design  to 
Installation  is  taken  into 
account,  the  world  market  is 
estimated  to  be  close  to  £lbn 
a year. 


sured.  The  market  for  trade- 
able  permits  in  C02  could  be 
sizeable,  although  it  is  likely 
to  diminish  in  time  as  it 
proves  successful  in  reduc- 
ing emissions. 

One  estimate,  published 
by  the  Electric  Power 
Research  Institute,  puts  the 
value  of  permits  at  513,000b  n 
by  2050.  Another  estimate, 
by  the  World  Bank,  suggests 
the  value  of  outstanding 
permits  will  be  S150bn  by 
2020. 

There  is  already  an  appe- 
tite for  experimenting  on  a 
gmflTl,  local  scale. 

Unctad,  the  United 
Nations  Conference  on  Trade 
and  Development,  is  helping 
set  up  the  International 
Emissions  Trading  Associa- 
tion. a group  of  about  60 
multinational  companies 
and  environmental  organisa- 
tions which  are  exploring 
the  ideas  needed  to  get  the 


Photovoltaic  energy  Is 
already  cost-competitive  for 
small  off-grid  applications, 
with  potentially  large  mar- 
kets in  developing  countries. 
A great  number  of  other 
applications  could  come 
within  reach  if  prices  fall 
significantly.  A recent  study 

undertaken  for  the  European 
Commission  suggested  that 
by  scaling  up  production 
capacity  for  photovoltaics, 
costs  could  be  reduced  by 
between  75  and  80  per  cent 
from  current  levels. 

Another  encouraging 
trend  for  the  renewable 
energy  sector  is  the  endorse- 
ment of  fuel  cell  technology 
by  several  large  motor  man- 
ufacturers, which  view  it  as 
the  environmentally  friendly 
alternative  to  petrol  and  die- 
sel engines. 

Last  month  DaimlerChrys- 
ler  unveiled  what  it  claimed 
to  be  the  first  zero-emissions 
fuel-cell  powered  car  suit- 
able for  production.  The  pro- 
totype uses  hydrogen  to  gen- 
erate electricity  to  drive  the 
vehicle,  producing  mainly 
water  vapour  for  the 
exhaust  However,  the  diffi- 
culty in  storing  and 
distributing  hydrogen  in  liq- 
uid form  is  likely  to  mean 
that  methanol  - from  which 
the  fuel  cell  extracts  hydro- 
gen - is  likely  to  be  the  fuel 
source  for  the  first  vehicles 
in  production  in  2004. 

In  the  long  term,  fuel  cells 
are  tipped  as  a technology 
that  could  make  an  immense 
impact  on  energy  usage. 
Much  depends  on  the  devel- 
opment of  cheap,  efficient 


market  moving. 

Already  several  commod- 
ity exchanges  are  consider- 
ing making  markets  in  emis- 
sion permits  and  a handful 
of  companies  have  begun  to 
dabble  in  trading. 

Most  of  these  corporate 
trades  have  involved  invest- 
ing in  “carbon  sequestra- 
tion" forestry  schemes, 
although  the  mm panias  run 

the  risk  that  their  projects 
will  not  be  credited  by 
domestic  or  international 
regimes  when  they  are  fina- 
lised. 

Several  countries  are  con- 
sidering setting  up  national 
emissions  trading  systems  to 
help  them  meet  their  obliga- 
tions under  the  Kyoto- Proto- 
col. A “greenhouse  gas  emis- 
sion reduction  pilot”  has 
been  established  in  Canada, 
driven  mainly  by  the  provin- 
cial government  of  British 
Columbia. 


m 


and  environmentally 
friendly  techniques  for  sep- 
arating hydrogen  from 
water.  In  addition,  much 
depends  on  the  development 
of  systems  for  storing  and 
transporting  hydrogen. 
Researchers  are,  for  exam- 
ple, experimenting  with 

metal  hydrides  or  carbon 
nanotubes,  as  potential  stor- 
age devices  for  large 
amounts  of  hydrogen. 

The  prospect  of  shifting 
the  world's  economy  away 
from  ofl  towards  renewable 
energy  and  hydrogen  pres- 
ents enormous  difficulties 
and  heavy  costs.  But  it  also 
holds  out  the  possibility  of 
some  attractive  benefits 
besides  the  obvious  environ- 
mental advantage.  Renew- 
able resources,  such  as  wind 
and  sunshine  are  far  more 
evenly  distributed  through- 
out the  world  than  oil.  That 
means  that  the  majority  of 
countries  could  become  far 
less  dependent  on  a small 
number  of  producers  than  at 
present.  This  could  have  sig- 
nificant economic  and  politi- 
cal consequences,  according 
to  a report  by  the  World- 
watch  Institute. 

“The  international  energy 
balance  might  be  more  like 
the  world  food  economy 
today,  where  some  countries 
are  net  exporters  and  others 
importers,  but  the  majority 
produce  most  of  their  own 
food,”  it  says.  “In  other 
words,  energy  would  become 
a more  ‘normal’  commodity, 
not  one  constantly  on  the 
verge  of  international  cri- 
sis." 


The  Norwegian  parliament 
has  recommended  that  Nor- 
way uses  carbon  emissions 
trading  as  a means  of  achiev- 
ing its  emissions  target 

The  New  South  Wales 
Environment  Protection 
authority  has  also  voiced  its 
support  for  emissions  trad- 
ing. 

In  Japan  the  ministry  of 
international  ■ trade  and 
industry  has  set  up  an 
organisation  to  monitor 
emissions  trading  as  well  as 
initiate  emissions  reduction 
projects  in  Japan. 

Finland,  the  Netherlands, 
Denmark  and  France  have 
also  expressed  interest  in 
emissions  trading.' 

The  US  is  an  enthusiastic 
supporter  of  the  idea,  citing 
the  success  of  its  sulphur 
dioxide  trading  system, 
which  delivered  the  required 
emissions  reduction  fester 
and  more  cheaply  than 


Wind-up  merchant  Le  Nonius  in  Quebec,  Canada,  site  of  the  country's 
largest  wind  scheme,  according  to  owner  M&N  Wind  Power 


predicted. 

However,  its  reluctance  to 
ratify  the  Kyoto  protocol  Is 
likely  to  limit  its  involve- 
ment in  an  international 
scheme. 

Despite  the  widespread 
support  for  emissions  trad- 
ing, there  are  numerous 
practical  issues  to  be  dealt 
with.  The  question  of  how  to 
allocate  permits  is  particu- 
larly difficult 

One  possibility  is  a 
“grandfathering”  method, 
which  would  base  an  organi- 
sation’s entitlement  on  Its 
emissions  in  a particular 
year. 

Although  simple,  this 
approach  gives  an  advantage 
to  incumbents  over  newcom- 
ers and  also  favours  those 
that  have  been  slow  to 
Improve  their  energy  effi- 
ciency and  those  with  declin- 
ing outputs. 

' Another  possibility  is  auc- 


tioning permits,  which 
would  leave  allocation  deci- 
sions to  the  market,  rather 
than  the  regulator.  But  this 
would  prove  highly  unpopu- 
lar with  business,  which 
views  it  as  another  tax. 

There  are  also  unresolved 
political  issues  to  be  tackled. 
One  concern  is  that  Russia 
and  Ukraine  are  required 
only  to  maintain  emissions 
at  1990  levels  by  2010.  which 
they  are  likely  to  accomplish 
with  room  to  spare. 

That  may  mean  that  coun- 
tries can  buy  spare  permits 
from  Russia,  avoiding  the 
need  to  make  real  cuts  of 
their  own. 

The  fear  voiced  by  many 
developing  and  European 
countries  is  that  tbis 
so-called  “hot  air"  trading 
will  allow  countries  to  get 
away  without  making  signif- 
icant domestic  emission 
cuts. 
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Atlantic  LNG  first  cargo  - another  BG  milestone 


BG  will  achieve  a further  milestone  in  its  long  history  of  liquefied  We  recognise  the  growing  importance  of  LNG  as  an  energy 

natural  gas  (LNG)  when  the  first  cargo  of  LNG  is  shipped  from  source  and  are  actively  developing  major  projects  in  India 

the  Republic  of  Trinidad  and  Tobago  later  this  month.  and  Indonesia. 


BG  is  a major  partner  in  Atlantic  LNG  -the  single largest 
investment  in  the  Caribbean.  Construction  has  been  completed 
on  time,  under  budget  and  withan  exemplary  safety  .record. 


BG  bringing  energy  to  life. 
www.BGplc.com 
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COGENERATION  by  Stewart  Boyle 


A two-horse  harness 


Combhed  heat  and  power  generation  appeals 
to  developed  and  developing  economics  alike 


"Why  cogeneration?  The 
answer  Is  aimjrfe.  The  invest- 
mnt  in  large-scale  cogenera- 
tion gave  us  the  opportunity 
to  secure  the  OnaWfity  uT  a* 
long-term  brat  source  and 
power  prices  at  a favourable 
tevri.” 

As  project  manager  of  the 
largest  cogeneration  plant  at 
the  Netherlands,  Karel  de 
BWris.  is  In  a good  pcWtxw  to 
know.  The  Detesto  2 plant,  a 
Joint  venture  between  Afcai 
Nobel  the  chemicals  compa- 
ny. and  Edon.  the  local  ek*r- 
trtclty  distributor,  came 
railine  last  month. 

It  hnksaBSO  MW  combined 
eyrie  gas  turbine  with  process 
steam  far  a chemicals  com- 
plex. giving  overall  effletenry 
levels  of  up  to  90  per  cent  This 
comperes  with  45  to  50  per 
cent  for  an  average  combined 
cycle  gas  turbine  plant 
(CCGT). 

In  a nutahsU.  these  are  the 
attractions  for  cemeoeratioo, 
or  cntnhinnd  heel  and  power 
(CHP>  as  it  is  sometimes 
known:  high  efficiency,  Qeri- 
Mhty  of  electrical  and  steam 
output,  and  low  running  costs. 

Much  of  Delesto  2's  electric- 
tty  excess  is  add  to  the  grid  at 


favourable  prices. 

frr  the  Netherlands,  cogener- 
ation as  a proportion  ttf  the 
total  electricity  supply  has 
Increased  from  JO  per  cent  to 
more  than  30  per  cent  in  tittle 
over  a decade,  matching 
Denmark  and  Finland*  tong- 
term  commitment  to  heat  and 
otrdrtoty  stations. 

In  many  other  countries 
throughout  the  OECD,  cogen- 
eration capacity  is  on  the 
increase,  with  attractive  grow- 
ing markets  in  Germany,  the 
UK.  Spain  and  the  US. 

According  to  David  Green, 
chairman  of  the  Inter  national 
Cogeneration  Alliance  (ICA),  a 
business  coalition,  eogeneta- 
tkm  provides  around  6 per 
cent  of  the  total  electricity 
mix  in  the  developed  world, 
greater  in  Europe  due  to  the 
higher  levels  In  eastern 
Europe,  the  Netherlands  and 
the  Nordic  countries. 

In  the  developing  world. 
Industrial  cogeneration,  using 
natural  gas  and  waste  bio- 
mass products  such  as 
bagasse  from  the  sugar  indus- 
try. is  an  increasingly  attrac- 
tive option. 

AD  power  plants  produce  a 
greet  deal  rf  beat  For  large 


CARBON  SEQUESTRATION  by  Vanessa  Houkter 

Not  yet  out 
of  the  woods 

Deferring  the  release  of  carbon  into  the 
atmosphere  is  a controversial  concept 


Voder  pressure  to  control 
emissions,  countries  face 
two  options.  They  can 
reduce  their  production  ot 
greenhouse  puses  or  prevent 
those  produced  from  getting 
into  the  atmosphere. 

Attention  is  increasingly 
being  focused  on  the  second 
option,  known  as  carbon 
sequestration,  despite  much 
scientific  uncertainty  about 
the  mechanisms  involved. 

"With  regard  to  climate 
change  and  its  potential 
impacts,  carbon  sequestra- 
tion could  become  a leading 
technological  solution."  the 
US  department  of  energy- 
said  last  year. 

It  is  starting  a programme 
of  sequestration  research, 
arguing  that  more  research 
Is  needed  now  if  viable  tech- 
nologies are  to  be  available 
in  several  decades-  time 
When  researchers  consider 
ivirbon  sequestration,  atten- 
tion has  tended  to  be  focused 
on  forestry.  As  trees  grow, 
they  lock  a way  la  rge 
amounts  of  carbon,  wliich  is 
not  released  until  the  trees 
die. 

But  there  are  several  other 
potential  forms  of  carbon 
sequestration  For  example, 
a number  of  oil  and  gas  com- 
panies are  investigating 
. methods  of  separating  car- 
bon dioxide  from  other  gases 
and  sequestering  it  by  inject- 
ing it  into  oil  reservoirs  to 
improve  recovery. 

Oceans  can  act  as  carton 
sponges  because  they  con- 
tain creatures  called  phyto- 
planktons which  store  car- 
bun  dioxide,  raising  the 
possibility  that  adding  iron 
to  oceans  would  help  phyto- 
planktons grow  and  absorb 
more  carbon  dioxide. 

However,  according  to  a 
paper  published  last  year  in 
Satan.  the  scientific  Jour- 
nal, there  is  likely  to  be 
strong  apposition  to  this 
approach  because  of  the  pos- 
sibility of  unforeseen  rhemi- 
cal  and  biological  conse- 
quences. 

Another  eonlrovrrsial  Idea 
for  sequestering  carbon  was 
put  forward  by  the  US  at  a 
recent  meeting  of  the  UN's 
Intergovernmental  Panel  on 
Climate  Change,  tt  suggested 
counting  landfills  as  “carbon 
sinks"  under  the  Kyoto  pro- 
tocol 

Although  landfills  an*  usu- 
ally seen  as  u problem 
because  they  emit  methane, 
an  important  greenhouse 
gas.  new  evidence  has 
suggested  that  they  may  be 
an  effective  store  of  carbon 
because  most  of  the  carbon 
m waste  paper  and  wood 
takes  such  a tong  time  to 
rot 

In  comparison  with  land- 
fill sites  and  ocean  manipu- 
lation. the  idea  of  planting 
trees  to  store  carbon  might 
appear  a straightforward 
option.  Indeed,  the  Idea  has 
many  supporters. 

Even  before  the  Kyoto  Pro- 
tocol was  agreed  a number 
of  companies  had  struck 
tteals  With  plantations  in  the 
hope  they  could  secure  car- 
bon “credits’'  by  growing 
additional  trees-  Neverthe- 
less. the  proposal  in  the 
Kyoto  Protocol  that  forestry' 
could  be  used  to  store  car- 


bon is  hugely  controversial. 

One  aspect  of  the  criticism 
concerns  the  way  sinks  are 
described  in  the  protocol. 
Countries  are  allowed  to 
achieve  their  commitments 
by  deducting  from  gross 
emissions  the  greenhouse 
gas  emission  absorbed  by 
"direct  human-induced  land 
use  and  forestry  activities 
limited  to  afforestation,  refo- 
restation and  deforestation 
since  1990' 

The  Worldwatch  Institute 
in  Washington  voiced  con- 
cern: “At  least,  as  it  is  pres- 
ently structured,  the  Kyoto 
Protocol  appears  to  favour 
plantation  development  at 
the  possible  expense  of  natu 
ral  forests. 

The  institute  is  disturbed 
by  the  protocol's  emphasis 
on  arrive  management  of 
forests  and  is  dubious  that 
plantations  make  as  effective 
rarbon  sinks  as  natural  for- 
ests. 

Even  though  rapidly  grow- 
ing plantations  are  better 
carbon  sinks  than  the  appar- 
ently mare  static  natural  for- 
ests. the  total  amount  of  car- 
bon stored  is  usually  greater 
in  the  natural  forest  with  its 
larger  trees  and  richer  soils. 

Another  strand  of  the  criti- 
cisms of  using  forests  as  a 
carbon  sink  concerns  the 
degree  of  scientific  uncer- 
tainty about  the  subject. 
This  is  underlined  by  the  dif- 
ficulty faced  fay  scientists  In 
accounting  for  all  the  carbon 
dioxide  now  produced. 

Last  October  the  Journal 
Science  published  controver- 
sial research  suggesting  that 
trees  In  the  US  could  he 
sucking  up  nearly  all  the 
1.6bn  tonnes  of  carbon  diox- 
ide that  is  pumped  brio  tin 
atmosphere  every  year, 

A possibility  is  tint  some 
of  the  carbon  is  being 
absorbed  by  young  trees  in 
areas  cleared  in  the  1 9th  cen- 
tury that  have  since  been 
reforested.  The  increasing 
abundance  of  carbon  dioxide 
might  be  increasing  the 
growth  rates  of  the  forest. 

The  problem  is  that  these 
sinks  would  not  be 
lung  term.  When  a forest 
matures  its  emissions  of  car- 
bon can  grow  to  exceed  the 
amount  it  absorbs. 

Also  unclear  » what  will 
happen  to  the  ability  of  the 
sinks  to  absorb  carbon  as 
the  world  gets  wanner.  Cli- 
mate-related stress  may 
have  a serious  impact  on 
trees.  A forest  that  is  a net 
sink  today  may  one  day 
become  a net  source. 

Indeed,  research  by  the 
NRRC  Institute  of  Terres- 
trial Ecology  in  Edinburgh 
has  suggested  that  after  3050 
the  world’s  vegetation  and 
soil  wilt  become  a source  of 
carbon,  releasing  about  An 
tonnes  of  carbon  into  the 
atmosphere  a year. 

Some  of  the  controversy 
may  be  reaolved  after  the 
Intergovernmental  Panel  on 
Climate  Change  reviews  the 
Issue  next  year.  But  for  the 
moment,  serious  doubts 
remain  about  the  wisdom  of 
storing  os  numb  carbon  as 
possible  ax  fast  as  possible. 
Sequestration  still  seems  no 


electricity-only  plant  run  by 
state  monopolies,  beat  fc  often 
regarded  as  a “waste"  product, 
which  needs  massive  coating 
towers  and  very  large  quanti- 


In  developing  countries. 

accessing  water  can  be  a prob- 
lem. That  is  why  plant  effi- 
deoctes  have  stuck  at  35  per 
cent  for  a number  of  decadas, 
only  increasing  over  the  last 
decade  due  to  CCGTs,  which 
have  taken  efficiency  levels  up 
to  around  45  per  cent,  once 
system  losses  are  taken  into 
account 

ff.  however,  you  have  a suit- 
able Industrial,  commercial  or 
residential  beat  or  cooling 
load  (cogeneration  can  be 
used  for  space  and  process 
beating  and  also  air  condition- 
ing), “waste”  beat  becomes  a 
profitable  product  ft  has  the 
potential  to  Increase  overall 
efficiencies  to  between  70  and 
SO  per  cent 

Electricity  and  beat  mixes 
can  also  be  varied,  depending 

m ffirffnmyr  DMdS,  llvmgh 

the  best  cogeneratjcm  systems 
are  heat-led  far  optimum  per 
fonoance. 

The  rapid  increase  in  cogen- 
eration over  the  post  decade 
baa  largely  been  tinted  to 
changes  in  the  structure  of 
electricity  markets.  David 
Green,  chairman  of  the  ICA, 


says:  “Whereas  riectricity  util* 
ides  often  regarded  cogenera- 
tion companies  as  competi- 
tors, new  entrants  can  make 
money  selling  bath  heat  and 
electricity,  if  the  rules  of  the 
market  allow  that  to  happm.” 
That’s  an  important  caveat  in 
countries- 

In  the  Netherlands,  accord- 
ing to  Karri  de  Blok,  key  ele- 
ments in  the  rapid  growth  of 
cogeneration  include  “a  long- 
term government  policy  to 
promote  cogeneraticm.  includ- 
ing setting  up  a Project 
Bureau  far  Heat  and  Power,, 
providing  grants  for  demon- 
stration programmes  smt  fag. 
stbility  studies,  and  strong 
support  from  new  electricity 

distribution  companies.” 

Simon  Minett,  director. of 
Cogen  Europe,  a Brussels- 
based  industry  lobby  _ 
group  with  185  bust  * * 
ness  members, 
agrees  with  Mr  de 
Blok's  assessment 
of  the  Dutch  suc- 
cess. He  argues 
that  “policy  is 
the  key  to  unlock- 
ing the  fall  poten- 
tial of  cogenera- 
tion across 
Europe".  He  and 
colleagues  have 
been  lobbying  the 
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European  Commission  to  set  a 
target  for  cogeneration  across 
the  European  Union. 

The  target,  a doubling  of 
current  capacity  to  IS  per  cent 
by  2010,  was  largely  set  In 
recognition  of  cogeneration's 
key  rde  in  reducing  carbon 
dioxide  (COB)  emissions. 
Cogen  Europe  calculates  the 
cost-effective  potential  to  be  at 
feart%  per  cent 
The  Gosunisskm  calculates 

that  cogeneration  is  the 

biggest  single  measure  for 
reducing  C02  across  the  EU, 
with  a cost-effective  reduction 
potential  of  150m  tonnes  of 
carbon,  greater  than  15  per 
cent  of  the  Kyoto  target 
The  cogeneration  industry 
has  also  been  lobbying  for  key 
amendments  in  both  the  Gas 
Directive  and  the  forthcoming 
Large  Combustion  Plant 
Directive  to  create  incen- 
tives for  cogeneration. 
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CASE  STUDY 

BP  AMOCO 


Oiling  the 
wheels  of  change 


BP  Amoco  wants  to  stand  apart  from  its 
peers  but  recognises  the  dangers  of  hubris 

It  would  be  quite  wrong  and 
dangerous  for  us  to  ignore . 
them,”  he  says. 


As  the  fossil  fuel  industry 
has  become  more  deeply 
embraced  in  the  global 
warming  debate,  BP  Amoco 
has  played  an  increasingly 
conspicuous  rote. 

It  was  foe  fast  large  oil 
company  to  break  ranks 
with  the  Global  Climate 
Coalition,  the  US  lobby 
group  that  opposed  the 
Kyoto  Protocol. 

In  addition,  it  has  invested 
in  solar  power,  set  up  a 
pioneering  emissions  trading 
system,  imposed  emissions 
targets  of  its  own  and  even 
spoken  out  in  favour  of  a 
form  of  energy  taxation. 

Globa)  warming  is  foe 
dominant  public  policy  issue 
facing  the  oil  and  gas 
industry,  says  Rodney 
Chase,  deputy  chief 
executive. 

*We  are  convinced  that 
these  issues  are  of  such 
public  concern  globally  foal 
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It  has  started  by  trying  to 
improve  its.  own 
performance.  Last  year  BP 
announced  that  it  had  a 
target  of  reducing  its 
emissions  of  greenhouse 
gases  by  10  per  cent  from  a 
1990  baseline  over  the 
period  to  2010. 

That  is  equivalent  to  an 
estimated  40  per  cent  cut 
from  2010  business-as-usual 
levels.  To  help  it  meet  these 
targets  it  has  introduced  an 
emissions  trading  system, 
developed  with  foe  help  of 
foe  Environmental  Defense 
Fund,  a US-based 
environmental  group. 

It  selected  a number  of 
business  units,  which 
together  account  for  25  per 
cent  of  BP's  carbon  dioxide 
emissions.  Each  was 
allocated  emission  rights  for 
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farm  would  never  become  a reality 
for  this  family  without  the  irrigation  system ; 

the  irrigation  system  would  never  become  a reality 
without  electricity; 


electricity  might  never  become  a reality 
if  not  for  the  engineers  of  ABB. 


viable  alternative  to  curbing  | Wsft  the  World  Wide  Wab  sftg  at  htfoy/www.abb.corn 
greenhouse  gas  production. 
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the  period  1999-2003. 

company  said  trades 

WSlklbe  conduct«i  through 
a broker  m BP's  0j[  trading 
arm.  Environmental  perfor- 
mance would  be  externally 
audited  and  the  results 
reported  publicly  each  year. 

Tne  scheme  was  launched 
last  September.  Soon  after- 
wards the  first  trade  took  ■ 
place  when  the  Foinaven 
field  bought  100  permits 
representing  10,000  tonnes 
of  carbon  dioxide,  from  the 
Forties  Pipeline  System  at  a 
pice  of  $17  per  tonne. 

On  a wider  level.  BP 
Amoco  argued  in  its 
evidence-  last  year  to  the 
Marshall  committee,  the  UK 
government  taskforce  on 
business  energy  use,  that 
amissions  trading  and 
voluntary  agreements  were 
the  most  economic  and 
effective  way  to  curb 
greenhouse  gas  emissions. 

When  the  Marshall  report 
came  down  in  favour  of 
taxes,  the  company,  which 
had  initially  been  opposed  to 
fiscal  measures,  entered  the 
debate  again,  arguing  for 
“targeted"  taxes. 

It  conceded  that  a well 
designed  energy  tax  could 
provide  incentives  for 
business  to  change 
behaviour.  It  proposed 
giving  companies  targets  for 
emissions  reductions. 

They  would  then  be  taxed 
on  frie  amount  by  which  the 
target  was  exceeded  or, 
alternatively,  they  would  be 
given  a tax  break  if  they 
exceeded  their  target. 


Mr  Chase  acknowledges 
mat  this  scheme  would 
probably  be  too  complicated 
tor  small  and  medium-sized 
companies,  but  he  does  not 
believe  that  it  would  be 
unduly  cumbersome  for 
larger  companies. 

The  UK  government, 
ymich  announced  it  was 
introducing  an  energy  tax  in 
February's  budget,  has  yet 
to  elaborate  on  its  plans.  But 
rt  is  currently  consulting  with 
large  companies  about 
mechanisms  by  which  they 
could  reduce  their 
emissions.  In  return  for 
paying  a reduced  rate  of  tax. 

Pressure  groups  are  less 
enamoured  with  the 
company's  position  on  the 
emissions  reduction  debate. 
Although  its  stance  on 
global  warming  has  been 
praised  by  some  environ- 
mental groups  such  as 
Friends  of  the  Garth, 
Greenpeace,  the 
environmental  pressure 
group,  is  campaigning 
vigorously  against  its 
exploration  work  on  the 
Atlantic  frontier. 

BP  Amoco  is  aware  of  the 
fine  line  it  is  treading, 
especially  with  other  oil 
companies.  Being  seen  as 
die  greenest  in  the  industry 
is  “full  of  latent  hubris",  says 
Mr  Chase.  *1  don't  think  it 
would  be  a good  thing  to  set 
a goal  of  getting  so  far 
ahead  of  the  rest  of  industry 
that  you  have  no  influence 
over  events.” 


Vanessa  Boulder 


NUCLEAR  POWER  by  Andrew  Taylor 


Fission  fans 

under  attack 


Nuclear  producers  are  losing  the  debates 
over  cost  and  environmental  soundness 


The  nuclear  power  industry 
is  in  retreat  as  the  twentieth 
century  comes  to  a close. 

Atomic  energy,  once  the 
great  hope  of  governments 
seeking  "clean"  cheap  power 
to  forge  stronger  industries 
and  buUd  a more  comfort- 
able life  for  their  citizens, 
has  fallen  into  disrepute. 

Supporters  of  the  energy 
souce  have  been  left  battling 
against  a broad  front  of  envi- 
ronmental, political,  safety, 
commercial  and  economic 
concerns. 

Nuclear  accidents  at  Three 
Mile  Island  in  the  US  in  1978 
and  Chernobyl  in  Ukraine  in 
2966  have  undermined  public 
confidence  in  nuclear  plants  - 
as  dean,  cheap,  safe,  reliable 
power  producers. 

Public  worries  about  spent 
fuel  and  leaking  east  Euro- 
pean power  stations  carry 
most  weight  in  rich  western 
countries.  But  the  sector 
faces  other  problems  too. 

The  economics  of  electric- 
ity production  have  shifted 
in  recent  years- a way.  from 
nuclear  power  towards  gas. 


The  capital  cost  of  a 
nuclear  power  station, 
according  to  Adolfo  de 
Ubieta.  nuclear  energy  direc- 
tor at  Unesa,  the  Spanish 
utility,  is  between  $1,500  per 
kilowatt  (kW)  and  $3,000/kW 
representing  almost  two- 
thirds  of  the  total  cost  of 
electricity  generation.  Ura- 
nium fuel,  which  is  cheap 
and.  plentiful,  accounts  for 
just  12  per  cent. 

This  compares  with  a capi- 
tal cost  of  just  $400kW- 
S600kW  for  gas-fired  plant, 
accounting  for  under  20  per 
.cent  of  the  total  cost  of 
power.  Fuel  accounts  for 
almost  70  per  cent. 

Investors  in  nuclear  reac- 
tors therefore  face  a huge 
upfront  cost  for  a plant  that 
might  not  be  completed  and 
income  producing  for  up  to 
10  years. 

Gas  plants  by  comparison, 
are  much  cheaper  mid  can 
be  completed  and  income, 
producing  in  under  two 
years.  The  main  economic 
advantage  that  nuclear  plant 
has  over  gas  - the  lower  cost 


of  uranium  fuel  - has  also 
been  eroded  by  the  fall  in 
gas  and  and  oil  prices. 

According  to  the  Uranium 
Institute.  SO  nuclear  power 
stations  were  under  con- 
struction at  the  end  of  last 
year  - representing  less 
than  l per  cent  of  the 
world's  total  nuclear  capac- 
ity. 

Only  one  new  plant  was 
under  construction  - at 
Civaux  near  Poitiers  in  cen- 
tral France  - In  the  whole  of 
western  Europe  and  North 
America. 


Previously  European  and 
North  American  nuclear 
power  companies  could 
count  on  contracts  in  devel- 
oping countries  to  offset  frill- 
ing order  books  in  their 
home  markets. 

But  even  countries  that 
are  still  committed  to 
nuclear  power,  such  as 
China,  Japan,  South  Korea 
and  India  are  expected  to 
scale  back  expansion  plans 
in  the  face  of  currency  prob- 
lems. lower  growth  forecasts 
and  other  economic  strains. 

Western  nuclear  engineer- 
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ben  electric  current  begins  flowing  into  the  coastal  region 
of  northern  Peru,  some  of  the  local  people  may  think  it’s  nothing  short  of  a miracle. 

Perhaps  they  won’t  be  far  wrong. 

The  Peruvian  Energy  . Commission  had  been  trying  to  bring  power 
to  this  remote  region  for  a long  time.  And  they  knew  all  too  well  the  myriad  problems 
inherent  in  a project  of  this  magnitude. 

Fortunately,  the  local  firm  heading  the  project,  ‘Aguaytia  Energia  del  Peru  SRL\ 
found  a company  that  could  help  provide  an  ingenious  solution 
to  this  energy  challenge:  ABB. 

' it’s  a solution  that  will  utilize  natural  gas  located  east  of  the  Andes. 

The  gas  will  be  pumped  from  the  fields,  processed, then  piped  to  a 155  megawatt  power  plant. 
Electricity  from  the  plant  will  then  be  sent  via  a 400  kilometre  power 
transmission  line  across  the  Andes  to  the  coast,  thereby  supplying  the  area  with  the 
much  needed  energy  from  Peruvian  resources. 

It’s  the  kind  of  solution  only  a team  of  dedicated  individuals 
with  multi-cultural  perspedives/multiKiisciplmar^  expertise  and  global 
and  local  orientation  working  together  could  create. 

And,  if  for  one  particular  group  of  Peruvian  farmers, 

ABB’s  ingenious  engineering  qualifies  as  a miracle,  that’s  OK  with  us. 


INGENUITY  AT  WORK  AS 


mg  groups  such  as  Siemens 
of  Germany,  ABB,  the  Swed- 
ish-Swiss  engineering  group, 
Framatome  of  France  and 
British  Nuclear  Fuels 
fBNFL)  also  face  strong  com- 
petition from  Russia  and. 
potentially,  from  Mitsubishi. 
Hitachi  and  Toshiba,  which 
dominate  nuclear  power  con- 
struction in  Japan. 

Russia  last  year  won  an 
$S00m  (£44 9m)  contract  to 
complete  a nuclear  power 
station  at  Bushehr  in  Iran 
and  has  been  asked  to  bid 
for  three  other  Iranian  reac- 
tors worth  a total  of  more 
than  $3bn. 

But  it  is  not  all  bad  news 
for  nuclear  engineers.  The 
low  operating  cost  of  nuclear 
reactors  means  that  there  is 
a strong  economic  incentive 
to  keep  existing  reactors 
running  as  long  as  possible 
even  if  no  new  nuclear  plant 
is  being  built. 

The  need  to  resolve  the 
problems  of  global  warming 
and  reduce  greenhouse  emis- 
sions is  another  good  reason, 
say  nuclear  supporters,  for 
maintaining  existing  nuclear 
capacity. 

Peter  Hollins,  managing 
director  of  British  Energy, 
the  nuclear  generator  and 
the  UK's  largest  electricity 
producer,  says  nuclear 
power  supplies  34  per  cent  of 
Europe’s  power,  saving  an 
estimated  700m  tonnes  of 
carbon  dioxide  from  entering 
the  atmosphere  each  year. 
Worldwide,  nuclear  genera- 
tors supply  17  per  cent  of 
power,  equivalent  to  1.3bn 


tonnes  of  carbon  dioxide 
annually. 

The  Uranium  Institute,  the 
international  association  for 
nuclear  energy  says: 
“Whether  to  apply  for  re  li- 
censing of  older  reactors  will 
essentially  be  a decision 
taken  by  utilities  worldwide 
on  the  basis  of  economics. 

“Telling  people  that  they 
will  have  to  pay  more  for 
their  electricity  and  that  - 
pending  the  arrival  of  renew- 
ables on  the  scene  - this 
electricity  may  be  dirty  is 
not  likely  to  be  a popular 
option." 

The  timetable  for  nuclear 
closures  in  Sweden  has 
already  slipped  badly  with 
the  country's  supreme  court 
still  to  decide  the  fate  of  the 
first  reactor  planned  for  clo- 
sure. Germany  is  also  strug- 
gling to  decide  bow  best  to 
pursue  closures  following 
the  threat  of  large  compen- 
sation demands  from  power 
producers  and  nuclear  fuel 
reprocessors. 

Some  countries,  such  as 
the  UK  and  Switzerland, 
have  already  approved 
extensions  to  the  operating 
lives  of  old  nuclear  plants. 
Isabel  Torino,  the  Spanish 
environment  minister,  is 
keen  to  increase  the  output 
and  operating  life  of  Spain's 
existing  nuclear  power  sta- 
tions despite  the  country's 
moratorium  on  new  con- 
struction. 

For  nuclear  supporters  the 
best  hope  is  that  the  bottom 
of  the  cycle  has  now  been 
reached. 
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NUCLEAR  POWER  IN  GERMANY 


The  trouble  with 


decommissioning 


Clumsy  attempts  to  outlaw  nuclear  power 
have  angered  representatives  of  all  camps 


Chancellor  Gerhard 
Schroder  came  into  office 
last  year  promising  Germans 
that  his  new  Social 
Democrat-led  government 
would  not  "do  everything 
differently"  but  that  it  would 
do  a lot  of  things  better  than 
its  predecessor.  To  anyone 
working  in  the  country's 
energy  sector  the 
chancellor’s  promise  must 
now  seem  like  a bad 
joke. 

The  two  main  elements  of 
tiie  government’s  energy 
policy  are  a commitment  to 
phase  out  nuclear  power, 
which  currently  provides 
around  one  third  of  the 
electricity  used  in  Germany, 
and  to  restrain  consumption 
by  the  imposition  of  an  “eco 
tax”  on  energy  usage. 

The  tax,  which  the 
government  says  is  not  just 
a measure  for  protecting  the 
environment  but  also  a 
means  of  reducing 
Germany’s  high  labour 
costs,  as  income  from  the 
surcharge  will  be  used  to 
cut  sotiaf  security 
contributions,  came  into 
effect  on  April  1 . 

Both  policies  bear  tiie 
fingerprints  of  tiie  Greens, 
the  junior  partner  In  Mr 
Schroder's  coalition.  And 
both  have  been  criticised, 
not  just  by  the  energy  sector 
but  also  by  economists  and 
members  of  both  governing 
parties. 

In  the  case  of  nuclear 
power,  the  government’s 
initial  attempt  to  press 
ahead  with  legislative 
changes  which  would  have 
severely  worsened  the 
operating  environment  for 
industry  sparked  the  first 
significant  split  within  Mr 
Schrader's  cabinet  between 
hardline  Greens  such  as 
Jurgen  Trittin,  environment 
minister,  and  pragmatists 
such  as  Werner  Muller,  the 
economics  minister. 

Mr  Trittin  wanted  to  force 
the  pace  of  withdrawal  with 
legislation  which  would  have 
significantly  increased  costs 
for  reactor  operators  by 
raising  insurance  premiums 
and  tightening  Germany's 
already  notoriously  strict 
safety  regulations. 

Mr  Muller,  a former  energy 
industry  executive  who  holds 
no  party  affiliation,  wanted 
to  follow  a less 
confrontational  course  and 
win  the  approval  of  industry 
through  a series  of 
“consensus  talks". 

The  row  was  not  just 
confined  to  the  cabinet  table 
in  Bonn.  Mr  Trittin's  plans  to 
enforce  a swift  end  to  the 
reprocessing  of  German 
nuclear  waste  by  companies 
in  France  and  Britain 
threatened  to  damage 
relations  with  two  dose 
European  allies. 

Mr  Schrfider  was  able 
initially  to  restore  calm  by 
backing  down.  Mr  Trittin's 
proposed  legislative  changes 
were  postponed  as  Mr 
SchrBder  made  clear  that 
the  government  was  not 
prepared  to  foot  the  costs  of 


an  excessively  hasty  exit 
from  nuclear  power. 
According  to  industry,  these 
could  have  run  to  several 
billion  D-Marks  in  damages 
for  the  breach  of 
reprocessing  contracts. 

But  the  chancellor's 
attempts  to  follow  a more 
moderate  approach  of  an 
“entry  into  an  exit”  from 
nuclear  power  have  failed  to 
placate  industry,  last  month, 
representatives  from 
Germany's  main  reactor 
operating  companies  walked 
cut  of  the  consensus  talks  in 
protest  over  plans  by  the 
then  finance  minister,  Oskar 
Lafontaine,  to  tax  reserves 
set  aside  for  the 
decommissioning  of  nuclear 
plants. 

The  dispute  over  tax  has 
put  Mr  Schroder's  plans  for 
an  orderly,  pain-free  retreat 
from  nuclear  into  doubt  if 
no  agreement  can  be 
reached  with  industry  then 
the  government  has  said  it 
will  simply  force  the  issue 
with  legislation.  Such  a 
move  could  be  expensive  as 
the  big  energy  groups,  such 
as  RWE,  Veba  and  Viag,  say 
they  would  then  take  legal 
action  against  the 
government. 

Analysts  still  doubt  ft  wifi 
go  that  far.  The  most  likely 
compromise  remains  the 
one  Mr  Schr&der  has 
consistently  backed,  namely 
that  in  the  short  term  a 
handful  of  the  country’s  19 
reactors  would  be  shut 
(town  while  the  rest  would 
be  allowed  to  run  for  around 
20  years. 

Such  a deal  would  benefit 
both  sides.  The  actual 
decommissioning  of  reactors 
would  allow  the  Greens  to 
claim  some  success. 
Guaranteed  longer  life-spans 
for  reactors  would  give 
industry  a secure  earnings 
stream  from  facilities  which 
have  long  been  amortised. 

And  industry  also  hopes 
that  stretching  out  the 
process  of  decommissioning 
will  keep  the  door  open  for  a 
policy  reversal  in  the  future 
when  opposition  to  nuclear 
power  may  wane,  and  the 
pressure  to  cut  fossil  fuel 
emissions  to  meet 
internationally  agreed  levels 
becomes  more  acute. 

The  “eco  tax"  is  intended 
as  a start  But  many  see  it 
as  inherently  flawed. 
Exemptions  granted  to  big 
industrial  users  mean  that  its 
impart  is  likely  to  be  muted 
The  linking  of  “eco  tax* 
income  to  social  security 
contributions  Is  seen  by 
government  economic 
advisers  and  some  Greens 
as  a recipe  for  future 
problems. 

It  is  unbalanced  to  try 
and  link  something  you  want 
to  reduce  - energy 
consumption  - with 
something  we  ail  know  is  set 
to  increase  as  demographic 
factors  raise  social  security 
spending,"  said  one  Green 
MP. 


Frederick  Sturfemann 
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INTRODUCTION  by  Robert  Corzine 


T Local  economies 
ii  develop  taste  for 
n foreign  money 


Across  the  region,  governments  are  changing  tack.  Gone  are  the 
days  when  they  would  turn  away  foreign  investment.  Indeed,  in 
many  cases  they  are  now  going  out  of  their  way  to  welcome  it 


Mark  Moody-Stuart.  the 
Chairman  of  Royal  Dutch/ 
Shell,  the  Anglo-Dutch  oil 
group,  began  a recent  swing 
through  the  Middle  East 
with  a visit  to  Kuwait.  Upon 
arrival  his  hosts  greeted  him 
with  the  words:  “We  see  you 
are  going  to  Saudi  Arabia 
next."  When  he  reached 
Riyadh  on  the  second  leg  of 
the  tour,  his  Saudi  hosts  had 
a similar  welcome  prepared: 
“We  see  you  have  just  been 
in  Kuwait." 

Mr  Moody-Stuart's  experi- 
ence illustrates  the  high 
stakes  that  countries  in  the 
region  are  playing  for  as 
they  move  at  varying  speeds 
towards  what  some  hope  will 
be  an  eventual  full  opening 
of  their  energy  sectors  to  for- 
eign direct  investment  As 
with  most  things  in  the  Mid- 
dle East,  the  process  of  open- 
ing the  oil  and  natural  gas 
sectors  of  some  of  the  largest 
reserve  holders  in  the  world 
has  not  been  particularly 
transparent.  And  it  is  not 
even  certain  that  It  will  hap- 
pen in  all  cases.  But  the 
prospect  of  access  to  some  of 


hard  as  they  can,"  says  Gary 
Ross  of  Pira  energy  consul- 
tants in  New  York  City.  "But 
even  with  those  incentives 
the  world  still  needed  more 
Opec  oil.  It's  simply  a matter 
of  who  has  the  reserves." 

Gaining  access  to  such  low 
cost  reserves  has  become  a 
management  mantra  in  the 
boardrooms  of  the  biggest 
western  oil  companies.  But 
why  should  the  countries  of 
the  region  be  so  keen  on  for- 
eign capital,  given  that  most 
of  the  region's  oil  can  be  pro- 
duced relatively  cheaply  and 
simply  with  little  need  of  the 
high  technology  equipment 
that  is  required  in  areas 
such  as  the  North  Sea? 

In  the  case  of  Iran  and 
Iraq,  there  is  simply  no  alter- 
native. Iran's  oil  and  gas 
infrastructure  has  been 
starved  of  investment  for  20 
years.  The  government's 
high  dependence  on  oil  reve- 
nues for  hard  currency  and 
to  fund  state  expenditures 
means  there  Is  little  left  for 
the  industry. 

The  “buy-back"  pro- 
gramme now  underway  is  a 


Once  UN  sanctions  are  lifted,  Iraq  too 
will  have  little  alternative  but  to  invite 
foreign  oil  companies  to  rehabilitate 
and  expand  its  oil  and  gas  industry 


the  lowest  cost  oil  and  gas 
reserves  In  the  world  bos 

tsmtallspri  both,  big  and  small 
International  ofl  companies, 
which  are  busy  opening  or 
reinforcing  offices  in  the 
region. 

To  understand  why  such 
an  uncertain  process  has 
generated  such  intense 
excitement  one  needs  to  go 
back  and  examine  the  recent 
history  of  oil  production 
trends  outside  the  the 
Organisation  of  Petroleum 
Exporting  Countries.  In 
recent  years  billions  of  dol- 
lars have  been  spent  In 
exploring  increasingly 
remote  or  technically  chal- 
lenging areas  of  the  world. 

Although  non-Opec  pro- 
duction has  risen  steadily  as 
a result,  most  forecasts  sug- 
gest that  in  the  coming 
decade  non-Opec  will  strug- 
gle to  keep  up  with  growing 
world  oB  demand:  "For  the 
past  10  years  non-Opec  has 
had  every  financial  incentive 
to  squeeze  the  orange  as 


compromise  that  allows  for- 
eign Investment  into  the 
strategic  sector  without  vio- 
lating the  requirements  of 
Iran's  constitution,  which 
bans  foreigners  from  “own- 
ing” Iranian  oil  reserves. 
International  companies 
have  responded  enthusiasti- 
cally, not  so  much  because 
the  terms  of  buy-hack  deals 
are  attractive  - in  some 
cases  they  are  not  - but 
because  they  hope  to  use  the 
tnitfai  contracts  as  a basis 
for  more  enduring  relation- 
ships with  Iran's  govern- 
ment and  national  oil  com- 
pany. 

Once  United  Nations  sanc- 
tions are  lifted.  Iraq  too  will 
have  little  alternative  but  to 
invite  foreign  oil  companies 
to  rehabilitate  and  expand 
its  oil  and  gas  industry. 
Unlike  Iran,  Iraq  has  no  con- 
stitutional restraints,  and  a 
number  of  production  shar- 
ing contracts  - the  usual  for- 
mat for  foreign  investment 
in  most  producing  countries 


MIDDLE  EAST  OIL 

- have  already  been  con- 
cluded or  are  ready  for  sign- 
ing once  the  oil  embargo  is 
lifted. 

But  in  the  case  of  Saudi 
Arabia  and  Kuwait,  the  two 
big  Gulf  Arab  producers 
which  have  so  far  resisted 
foreign  investment  in  their 
upstream  oil  sectors,  the  eco- 
nomic logic  appears  less 
clear,  with  political  consider 
ations  likely  to  play  a more 
important  role  in  any  even- 
tual decision. 

Foreign  oil  executives 
insist,  however,  that  there  is 
an  economic  case  for  outside 
investment.  In  the  case  of 
Kuwait,  says  one  European 
on  executive,  a valid  argu- 
ment 20  years  ago  would 
have  said:  "We  have  huge 
reserves  that  are  an  appreci- 
ating asset  for  future  genera- 
tions, so  why  should  we 
allow  foreigners  to  become 
involved.” 

But  he  claims  that  argu- 
ment is  no  longer  valid.  The 
advent  of  increasingly  tough 
environmental  legislation 
around  the  world,  the 
requirements  under  the 
Kyoto  Protocol  to  reduce 
greenhouse  gas  emissions, 
the  displacement  of  oil  by 
gas  in  power  generation,  and 
new  energy  technologies, 
such  as  fuel  cells,  all 
threaten  to  undermine  the 
pace  at  which  demand  for  oil 
will  grow.  Given  real  price 
trends,  it  could  be  argued 
that  oil  is  a depreciating 
asset 

Some  have  argued  that  in 
the  case  of  Kuwait,  a direct 
presence  by  US  and  Euro- 
pean oil  companies  would 
cement  crucial  defence  ties 
and  enhance  the  state's 
long-term  security.  A similar 
argument  is  sometimes 
advanced  for  Saudi  Arabia. 

But  others  might  view  the 
opening  of  the  two  countries' 
upstream  sectors  as  an 
admission  that  oil  prices 
might  not  stay  high  for  ever, 
and  that  they  are  preparing 
for  future  price  wars. 


INTI^ 


CISC' 


Financial  Times 
Energy  Conferences. 
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CASE  STUDY 

TOTAL  IN  IRAN 


eyes 


rapacious  bent 


Bold  entry  into  war-tom  Gulf  countries 
gave  Total  a headstart  on  US  rivals 

' stretch  back  well  before  the 
1979  Islamic  revolution.  ■ 
Between  1954  and  1979 


Digging  for  gold:  Total  showed  strategic  aggression  when  it  snatched  the  Sirri  A and  E contracts 


IRAN  by  Robert  Corzine 


Investors  walk 


on 


The  buy-back  system,  unpopular  with  many  foreign  oil 
companies,  is  thought  to  be  under  review.  But  putting  money 
into  the  country  still  demands  a mix  of  courage  and  delicacy 


The  opening  of  Iran's  oil 
industry  to  foreign  invest- 
ment after  almost  20  years  of 
isolation  has  generated  wide- 
spread interest  among  inter- 
national oil  companies, 
although  the  process  has 
proved  slower  than  many  on 
both  sides  had  hoped. 

Last  year  the  Iranians 
offered  a wide  selection  of 
onshore  and  offshore  pro- 
jects, ranging  from  explora- 
tion to  large-scale  rehabilita- 
tion of  big,  mature  fields.  In 
recent  weeks  several  deals  - 
from  projects  offered  under  a 
1995  tender  - have  been 
announced.  Including  the 
Doroud  and  Balal  fields, 
both  of  which  will  involve 
Elf  Aquitaine  of  France. 

The  competition  to  enter 
Iran  has  drawn  interest  from 
both  big  and  small  oD  com- 
panies. in  some  cases,  the 
Iranians  appear  to  be  using 
small  companies  to  draw  out 
the  true  intentions  of  their 
bigger  brethren.  But  in  some 
projects  smaller  foreign  oil 
companies  have  gone  head 
to  head  with  large,  inte- 
grated groups,  much  to  the 
annoyance  of  some  execu- 
tives from  the  latter  “Big 
Iranian  oil  fields  should  be 


*No  one  wants 
to  be  accused 
of  giving 
anything  away’ 


reserved  for  big  oil  compa- 
nies,” says  Christophe  de 
Margerie,  head  of  Total's 
Middle  East  division. 

Certainly  some  smaller 
companies  have  bad  trouble 
raising  the  finance  to  push 
Iranian  projects  forward. 
Bow  Valley,  a small  Cana- 
dian independent,  struggled 
for  several  years  to  finance 
the  Balal  development.  Its 
original  Indonesian  backer 
fell  victim  to  the  Asian 
financial  slump  while  its 
replacement.  Premier  Oil, 
pulled  out  of  the  deal  earlier 
this  month.  Such  companies 
rely  to  an  extent  on  project 
finance  to  help  support  such 
schemes,  and  it  has  become 
harder  to  secure  given  Iran’s 
patchy  record  meeting 
international  debt  obliga- 
tions. 

But  many  in  the  oil  Indus- 
try assume  that,  in  common 
with  most  other  developing 
countries.  Iran  will  prefer  a 
mix  of  different  sized  compa- 
nies. 

The  slow  pace  at  which 
the  latest  round  of  proposals 
Is  proceeding  is  probably 
attributable  to  several  fac- 


tors. The  technical  aspects  of 
more  than  a few  proposed 
projects  are  complex,  and 
take  substantial  time  to  sort 
out.  Iranian  negotiators  are 
also  known  to  be  tough,  and 
there  has  been  a significant 
amount  of  last-minute 
“nickel  and  diming”  going 
on  in  individual  deals:  “No 
one  [on  tbe  Iranian  side] 
wants  to  be  accused  of  giv- 
ing anything  away,"  says 
one  western  executive.  Sud- 
den shifts  In  the  terms  on 
offer  have  also  been  reported 
by  some  foreign  companies. 

Political  backing  in  Iran 
for  the  buy-back  programme 
may  also  not  be  as  solid  as 
some  had  thought:  “The 
political  system  is  not  as 
sorted  as  we  had  hoped,” 
says  one  European  chief 
executive. 

There  have  also  been  signs 
that  Iranian  priorities  may 
have  shifted  since  the  con- 
ference in  London  last  July 
at  which  more  than  40  pro- 
jects worth  more  than  $Sbn 
were  unveiled.  There  have 
been  certain  recurrent 
themes,  such  as  the  develop- 
ment of  offshore  fields  at  the 
periphery  of  Iranian  territo- 
rial waters  or  onshore  fields 
near  land  borders.  The  devel- 
opment of  the  giant  South 
Pars  offshore  gas  field, 
which  is  shared  with  Qatar, 
where  it  is  known  as  the 
North  field  and  where  sub- 
stantial production  is 
already  under  way,  has  also 
been  a priority. 

But  some  foreign  compa- 
nies believe  the  emphasis  is 
shifting  now  towards 
onshore  development,  where 
the  payback  period  for  Iran 
may  be  shorter  and  the 
direct  benefits  more  easily 
realisable,  especially  in  a 
low  oil  price  environment. 

There  may  also  be  some 
new  thinking  about  the  buy- 
back mechanism  in  general. 
Many  big  western  companies 
find  it  irksome,  compared 
with  the  production  sharing 
contracts  that  are  available 
in  most  other  producing 
countries.  “The  buy-back  is 
good  when  there  is  great 
sensitivity  about  national 
sovereignty,”  says  an  official 
at  a leading  European  oil 
company.  “But  you  have  to 
ask  whether  it  is  wise  to 
take  the  whole  oil  price 
risk,”  as  the  Iranian  govern- 
ment does  under  the  buy- 
back mechanism. 

Other  executives  are  more 
blunt  in  their  assessment* 
“The  seven-year  rent  or  fee 
that  the  foreign  oil  compa- 
nies earn  through  buy-backs 
is  not  attractive  at  all  ” says 
a senior  executive  at  another 
European  company. 

Iranian  officials  point  to 


the  evolutionary  nature  of 
Iran's  opening  to  foreign 
investment,  and  suggest  that 
terms  will  become  more  flex- 
ible over  time.  But  in  the 
interim  they  seem  to  be 
banking  on  the  continuing 
enthusiasm  of  foreign  oil 
companies  to  develop  strate- 
gic ties  with  Iran. 


Total,  the  French  oil  group, 
has  made  operating  in 
politically  sensitive  countries 
something  of  a speciality. 
The  company’s  long-term 
cultivation  of  Its  relations 
with  Iran  is  a case  in 
point 

Total's  policy  came  under 
the  spotlight  In  1995,  when 
it  stepped  in  to  take  over  a 
contract  to  develop  the  Sirri 
A and  Sirri  E fields  in  the 
Gulf  that  Tehran  had 
originally  awarded  to 
Conoco  of  the  US.  Total's 
planned  investments  in  Iran 
- which  included  the  §£bn 
South  Pars  offshore  gas 
contract  signed  in  1997  - 
sparked  a transatlantic  row 
between  the  European  Union 
and  the  US,  which  after  the 
passage  of  the  controversial 
Iran- Libya  Sanctions  Act 
(lisa)  threatened  to  apply 
unilateral  sanctions  against 
the  company.  The  threat 
was  withdrawn  in  May  1998, 
when  Washington  issued  a 
waiver  to  Total  as  part  of  a 
wider  understanding 
between  the  US  and  the 
EU. 

Senior  Total  executives 
insist  the  high-profile 
episode  was  not  merely  an 
example  of  opportunism  by 
the  company:  “We  were  not 
just  vultures,”  says 
Christophe  de  Margerie,  the 
presklent  of  Total's  Middle  - 
East  division.  Total's  quick 
reaction  had  nothing  to  do 
“with  Conoco  or  the  State 
Department".  Rather,  it  was 
the  result  of  a long-term 
strategic  policy  to  target  the 
Guff,  where  the  company 
has  long  had  a significant 
presence,  and  which 
accounts  for  a big  portion  of 
the  company's  oil 
production. 

“At  the  end  of  the  Gulf 
War  nobody  wanted  to 
invest  in  the  area,”  said  Mr 
de  Margerie.  “So  we 
decided  to  be  active  in  . . 
countries  such  as  Iran,  Iraq 
and  Qatar.”  He  insists  that 
Total  did  not  deliberately 
target  Iran  and  Iraq  because 
they  were  out  of  bounds  for 
US  competitors: 

"Historically,  we've  used  our 
competitive  position 
independent  of  what 
Americans  could  or  could 
not  do." 

Total's  links  with  Iran 


Total  had  a six  per  cent 

stake  In  the  foreign  oil 
consortium  operating  in  the 
country,  and  was  lifting 
between  200,000  and 
360,000  barrels  a (fay. 

Mr  de  Margerie  says  Total 
is  keen  to  expand  its 
presence  in  Iran,  although 
he  has  been  critical  of  some 
aspects  of  the  buy-back 
arrangements  which  govern 
foreign  oil  investment  in  the 
country. 

He  believes  the  contract 
duration  is  too  short  for 
many  oil  companies,  and 
would  like  to  see  the  foreign 
companies  able  to  operate 
the  fields  for  a longer  period. 
At  present  foreign  operating 
ends  when  a field  is 
commissioned. 

Total  would  also  like  to 
see  more  flexibility 
introduced  into  contracts, 
especially  in  those  that 
cover  big  enhanced  oil 
recovery  projects:  “When  it 
comes  to  big,  onshore, 
mature  fields  which  need 
complex  enhanced  oil 
recovery,  how  can  you  say 
In  advance  what  is  needed 
and  what  is  best  for  us  and 
Iran?  We  need  more 
flexibility.  We  need  the 
capacity  to  change.” 

Total  has  also  found  that 
at  times  Iranian  officials  are 
reluctant  to  take  decisions 
or  to  assume  personal 
responsibility  for  them.  That, 
Mr  de  Margerie  believes,  is 
in  part  a carryover  from  the 
isolation  in  which  the 
industry  has  operated  for 
many  years:  “Iran  has  been 
out  of  the  international  oil 
business  for  20  years. 
They’ve  missed  the 
opportunity  to  exchange 
views  and  ideas.” 

As  for  eventual  US 
involvement  in  Iran,  Mr  de 
Margerie  says  he  would 
welcome  it,  especially  the 
presence  of  US  ofl  service 
companies  and  contractors. 
He  says  their  absence  from 
the  Iranian  market  means 
foreign  companies  operating 
there  are  burdened  with 
higher  development  costs 
than  would  otherwise  be  the 
case. 

Robert  Corzine 


SAUDI  ARABIA  by  Robert  Corzine 


Kingdom  calls  in  US 

The  government  is  courting  new  suitors  from  abroad  only 
months  after  rejecting  a proposal  from  Eni  of  Italy 


Timing,  they  say,  is 
everything  in  life.  That  must 
certainly  be  the  feeling 
among  senior  executives 
from  Eni,  the  Italian  energy 
group,  which  in  November 
1997  proposed  to  Saudi 
Arabia  that  it  help  fund  the 
expansion  of  the  kingdom's 
natural  gas  industry. 

At  the  time  many  of  Eni's 
competitors  scoffed  at  the 
idea  So  too  did  AU  al-Naimi, 
Saudi  Arabia's  oil  minister, 
who  told  an  energy  confer- 
ence in  the  Red  Sea  port  of 
Yanbu  that  the  kingdom  was 
not  only  uninterested  in  any 
gas  export  schemes;  it  was 
fully  able  to  develop  its 
domestic  gas  resources  with- 
out the  help  of  foreign  com- 
panies. 

But  last  September,  after 
Crown  Prince  Abdullah 
called  in  the  chief  executives 
from  the  leading  US  oil  com- 
panies for  a meeting  in 
Washington  DC  to  discuss 
ways  In  which  they  might 
help  the  kingdom  to  develop 
its  industrial  base,  the  indus- 
try consensus  was  that  gas 
developments  would  be  the 
most  politically  acceptable 
way  forward,  and  would  fea- 
ture prominently  in  foreign 
proposals. 

Although  there  was  no 
specific  promise  that  foreign 
companies  would  be  allowed 
a role  in  exploring  for  or 
producing  Saudi  Arabia's  oil 
and  gas  reserves,  Crown 
Prince  Abdullah’s  blessing 
for  greater  foreign  involve- 
ment in  the  kingdom's 
energy  sector  triggered  a 
flurry  of  speculation  about 
Riyadh's  true  intentions. 

David  O’Reilly,  executive 
vice-chairman  of  Chevron, 
the  US  oil  company  that  dril- 
led the  first  successful  oil 
well  in  Saudi  Arabia  In  the 
1930s.  believes  the  domestic 
debate  over  the  extent  of  for- 
eign involvement  is  at  “a 
very  early  stage,  with  people 
outside  the  kingdom  putting 


a more  aggressive  interpreta- 
tion” on  Saudi  intentions. 

Even  so.  the  Saudi  initia- 
tive appears  genuine  and 
serious;  “They  are  desper- 
ately seeking  foreign  Invest- 
ment as  a country."  says  Mr 
O'Reilly.  Other  foreign  oil 
executives  believe  that  need 
for  investment  has  helped 
shift  the  opinions  of  some 
top  officials,  to  whom  “it  is 
embarrassing  to  go  cap  in 
hand  for  help  from  the  inter- 
national oil  industry". 

Advocates  of  change  argue 
that  the  very  low  oil  produc- 
tion costs  in  the  kingdom 
are  more  a function  of  high 
production  from  relatively 
few,  very  large  fields,  than 
from  Saudi  Aramco,  the 
state  oil  group,  having  a 
firm  hold  on  its  cost  base  or 
exploiting  the  best  technol- 
ogy. 

Although  Saudi  Aramco 
has  been  run  along  commer- 
cial lines  - in  contrast  to 
some  other  state  oil  compa- 
nies in  the  Middle  East, 
where  domestic  political  con- 
cerns are  paramount  - it 
operates  to  some  extent  in 
isolation  from  the  main- 
stream oil  world.  The  ease 
with  which  most  Saudi 
crude  oil  is  produced  mean? 
it  has  not  had  to  stay  at  the 
cutting  edge  of  key  technolo- 
gies, such  as  new  drilling 
techniques. 

Critics  say  the  absence  of 
competition  has  also  dulled 
its  commercial  creativity  in 
selecting  future  projects. 

But  in  the  past  Mr  al- 
Naimi  has  argued  that  Saudi 
Aramco's  financial  standing 
is  such  that  it  could  gain 
access  to  capital  at  even 
cheaper  rates  than  the  best 
and  biggest  foreign  oil 
groups.  The  fact  that  Saudi 
Aramco  has  acted  in  a more 
commercial  way  than  many 
of  its  counterparts  in  the 
region  also  means  it  may  be 
more  resistant  to  changes 
which  it  views  as  question- 


able. 

Most  foreign  oil  companies 
have  been  reluctant  to  dis- 
cuss the  types  of  proposals 
they  are  putting  forward, 
but  it  seems  logical  that 
most  would  be  framed  in  a 
way  that  does  not  directly 
challenge  Saudi  Aramco's 
leading  role.  Nonetheless, 
some  companies  report  that 
a wide  range  of  ideas  have 
been  rebuffed  by  Mr  al- 
Naimi. 

One  western  executive 
believes  Saudi  officials  will 
struggle  in  the  coming 
months  to  balance  their  loy- 
alty to  Saudi  Aramco  and 
the  need  to  assess  specific 
foreign  proposals  in  the  con- 
text or  the  overall,  long-term 
needs  of  the  Saudi  economy. 
Some  say  there  will  need  to 
be  progress  in  selecting  pro- 
jects in  order  to  maintain 
the  present  level  of  foreign 
interest. 

The  original  invitation  by 
Crown  Prince  Abdullah  car- 
ried a strong  strategic  mes- 
sage, especially  as  it  was 
directed  exclusively  to  the 
biggest  US  oil  companies.  In 
the  ensuing  months  the  list 
of  potential  participants  has 
been  widened  to  include  sev- 
eral European  companies, 
such  as  Elf  Aquitaine,  BP 
Amoco.  Total  and  Royal 

DutchyShelL 

But  there  is  still  a percep- 
tion that  Saudi  Arabia  would 
like  to  see  commercial  rela- 
tionships with  US  companies 
commensurate  with  the 
kingdom's  extensive  security 
linkages  with  Washington. 

It  is  unclear,  however,  how 
quickly  the  process  will 
evolve.  The  recent  rebound 
in  crude  oil  prices  may  take, 
some  of  the  financial  pres- 

SUTe  off  the  government  to 

embark  on  a policy  that, 
even  in  such  early  stages, 
threatens  to  become  heavily 
politicised,  as  has  already 
happened  in  neighbouring 
Kuwait. 
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KUWAIT  by  Robert  Corzine 


Reviving  a 

mercenary 

tradition 

Depite  local  political  wrangling,  western  oil 
companies  are  in  confident  mood 

A serious  debate  over  the 


role  of  foreign  oil  companies 
has  been  running  in  Kuwait 
for  the  past  four  years  or  so 
Earlier  this  year  Sheikh 
Saud  Nasser  Al-Sabah,  the 
oil  minister,  said  he  had 
received  approval  to  move 
forward  quickly  with  the 
controversial  plan  to  open 
some  fields  to  foreign  compa- 
nies. 

That  was  enough  to  per- 
suade optimists  that  invita- 
tions to  tender  could  be 
issued  as  early  as  this  year, 
although  others  point  to  the 
continuing  political  contro- 
versy around  the  issue  as 
evidence  that  preliminary 
debate  could  rumble  on  for 
some  time. 

In  common  with  Saudi 
Arabia,  the  motivation  to 
allow  more  direct  foreign 
participation  in  Kuwait's  oQ 
exploration  and  production 
sector  is  complex,  with  a 
number  of  factors  at  play;  “I 
think  they're  serious,”  says 
one  senior  European  oil 
executive.  “What  they  really 
want  is  a mix  of  finance, 
technology  and  political  sup- 
port.'1 

The  notion  that  foreign  ml 
companies  might  develop 
Kuwaiti  fields  first  surfaced 
In  the  aftermath  of  the  Iraqi 
invasion. 

As  Kuwait's  devastated  oil 
industry  was  rebuilt,  there 
was  talk  of  allowing  compa- 
nies from  countries  that 
played  decisive  roles  in  the 
coalition  that  liberated  the 
country,  to  have  access  to  oil 
fields  - especially  ones  close 
to  the  border  with  Iraq,  or  in 
offshore  exploration  acreage 
in  areas  close  to  Kuwait's 
marine  boundaries. 

Such  an  arrangement,  it 
was  argued,  would  ensure 
that  Kuwait's  most  impor- 
tant western  allies  would 
have  commercial  as  well  as 
geo-political  interests  in 
ensuring  the  future  survival 
of  the  tiny  state.'  " 

That  strategic  argument 
formed  a core  around  which 
Kuwaiti  government  techno- 
crats at  both  the  petroleum 
and  finance  ministries 
affixed  more  technical  argu- 
ments in  favour  of  foreign 
investment. 

Not  only  would  it  ease 
budgetary  restraints,  but  .it 
would  also  ensure  that 
Kuwait's  on  industry  was 
positioned  competitively  for 
the  next  century,  with 
access  to  the  latest  technol- 
ogy and  production  prac- 
tices. Foreign  companies 
could  also  provide  access  to 
new  markets  for  Kuwaiti  ail, 
it  was  argued. 

Unlike  Saudi  Arabia, 
Kuwait  has  already  identi- 
fied the  fields  which  it  hopes 
to  offer  to  foreigners  under 
20-year  operational  services 
agreements. 

Five  of  the  Adds  are  in  the 
north  of  the  country  and  two 
are  in  the  central  region. 
Their  development  would 
enable  Kuwait  to  expand  its 
production  capacity  of  2.4m 
barrels  a day  by  approxi- 
mately lm  b/d  by  about 
2005. 

One  western  oil  executive 


who  has  been  championing 
his  company’s  cause  in 
Kuwait  believes  there  would 
also  be  additional,  intangible 
benefits  from  direct  foreign 
investment:  "Foreign  compa- 
nies bring  capital,  know-how 
and  engagement  It’s  like 
getting  a new  neighbour." 

More  cynical  foreign  oil 
executives  point  to  yet 
another  benefit  of  using 
international  oil  companies 
as  a way  to  raise  investment 
finance:  “With  us  they  don't 
have  to  open  their  books  as 
they  would  have  to  if  they 
borrowed  money  from  for- 
eign banks.” 

But  what  started  as  a stra- 
tegic Initiative  with  appar- 
ently clear  and  ostensibly 
compelling  commercial 
advantages  soon  became 
bogged  down  in  bitter  politi- 
cal debate  within  Kuwait’s 
fledgling  parliament:  "The 
technocrats  were  stunned  by 
the  visceral  public  and  polit- 
ical reaction,”  says  one  US 
executive  who  has  spent 
most  of  his  career  in  the 
region. 

The  vehemence  of  the 
domestic  political  debate  has 
caused  executives  from 
other  foreign  companies  to 
be  wary  about  the  prospects 
for  early  oil  investment 
"Internally  these  are  very 
sensitive  issues,”  says  David 
O'Reilly,  executive  vice- 
chairman  of  Chevron,  which 
several'  years  ago  signed  an 
oil  service  contract  with  the 
government  in  the  hope  it 
would  lead  to  broader 
involvement  In  the  Kuwaiti 
oil  industry.  "1  sense  that 
the  mood  is  to  open  up  but 
that  the  size  and  scope  has 
not  been  resolved.  Some 
thinking  fin  Kuwait]  says 
it's  not  a good  thing.” 

Others,  who  decline  to  be 


ABU  DHABI  by  Robin  Allen 


Diversified  assets 
mitigate  oil  crisis 

LuGk  and  judgment  have  helped  shield  the  emirate  from  attack 


The  resffience  of  the  Burgan  ofl  field,  Kuwait’s  largest,  was  vhrkly  demonstrated  (firing  file  Gulf  War 
when  file  Iraqi  array  set  it  afighL  in  spfte  of  the  targe-scale  sabotage,  the  field’s  output  recovered 
quickly.  The  ease  with  which  ofi  has  been  produced  at  Burgan  - where  the  presstre  of  which  b driven 
by  a targe  acquirer  underneath  the  ofl  reservoir--  te  wefi  known  in  the  Industry.  But  even  super-giant 
fields  such  as  Burgan  enter  a mature  phase  in  which  they  must  be  mtaraively  managed,  ©specialty  as 
ever  larger  volumes  of  water  enter  the  depleting  o8  reservoir.  Although  Burgan  b not  one  of  Hie  ttekts 
to  be  Ottered  to  foreign  companies,  a has  benefited  from  tf»  technical  service  contracts  that  Kawaft 
entered  into  with  companies  such  as  BP  Amoco,  Chevron  and  Total.  The  contracts  were  used  by  the 
companies  to  impress  on  the  Kuwaiti  author  fibs  the  potential  benefits  of  the  btast  technology.  BP 
Amoco  used  its  company  intranet  to  lap  the  expertise  of  Hs  reservoir  engineers  worldwide  to  advise 
oa  the  best  ways  to  harxfie  flw  increasing  amount  of  water  produced  at  Burgan  AP 


In  very  few  Middle  East 
states  is  the  power  of  money 
so  visible  as  it  is  In  Abu 
Dhabi.  The  state  is  oD  capi- 
tal of  the  United  Arab  Emir- 
ates (UAE),  and  owner, 
according  to  Obaid  al-Nasiri. 
petroleum  minister,  of  10  per 
cent  of  proven  global  oil 
reserves  and  four  per  cent  of 
the  world’s  reserves  of  natu- 
ral gas. 

The  rest  of  the  oil-depen- 
dent Gulf  states  may  be 
floundering  in  cash-flow  cri- 
ses brought  on  by  low  oO 
prices.  But  Abu  Dhabi  is  per- 
fectly capable  of  keeping  up 
the  pace  of  development:  it 
has  JITObn  worth  of  liquid 
overseas  assets,  nearly  twice 
as  much  as  Saudi  Arabia 
and  Kuwait  combined,  and  a 
total  population  including 
expatriates  of  fewer  than  3 
million.  The  future  looks 
bright  despite  a fall  of  40  per 
cent  In  the  price  it  gets  for 
its  oQ  compared  with  last 
year,  and  a self-imposed 
limit  on  oil  production  of 
1 An  barrels  a day  (b/d). 

Opec  production  quotas 
for  the  UAE  are  set  at  2m  b/ 
d.  But  despite  having  some 
half  a million  b/d  of  idle 
capacity  Abu  Dhabi  has  been 
willing  to  act  as  swing  pro- 
ducer for  the  rest  of  the 
country  - a policy  which 
allows  the  UAE’s  two  other 
oil-producing  states,  Dubai 
and  Sharjah,  to  ignore  Opec. 

But  even  if  oil  production 
and  expansion  projects  are 
curtailed,  other  areas  of  the 
petroleum  industry  have  not 
been  idla 

The  emirate’s  Interna- 
tional Petroleum  Investment 
Company  (IP1C)  is  working 
on  plans  to  acquire  50  per 
cent  of  Hyundai  Oil,  South 
Korea’s  refiner,  for  some 
$5CKJxa. 

At  home  Abu  Dhabi 
National  021  Company 
(Adnoc),  the  state-owned 
bolding  company  for  an  17 
national  and  joint-venture 
oO,  gas,  petrochemical  and 


related  companies  under  the 
overall  direction  of  the 
Supreme  Petroleum  Council, 
announced  a fundamental 
restructuring  last  November 
to  improve  efficiency  and 
effectiveness. 

Meantime  billions  of  dol- 
lars are  being  spent  on 
exploiting  the  emirate’s 
huge  natural  gas  reserves  to 
act  as  fuel  and  feedstock  for 
its  fest-growing  petrochemi- 
cal Industries  and  power 
needs. 

According  to  Mr  Al-Nasirl, 
proven  recoverable  reserves 
of  natural  gas  amount  to 
6^00bn  cubic  metres,  or 
some  2l7,000bn  cubic  feet 

Global  demand  for  natural 
gas,  according  to  the  minis- 


Abu  Dhabi  stilt 
needs  to  import 
natural  gas 
from  Qatar 


ter,  is  expected  to  grow  by 
nearly  50  per  cent  by  2010. 
Abu  Dhabi's  own  needs, 
according  to  industry  spe- 
cialists, are  nearly  twice 
that,  with  domestic  con- 
sumption expected  to  more 
than  double  over  the  next  10 
years. 

While  aggregate  reserves 
are  plentiful,  divided 
roughly  half  onshore  and 
half  offshore,  gas  in  Abu 
Dhabi’s  Khuff  zone  offshore 
is  very  deep,  dispersed  into 
"pockets”  which  are  hard  to 
get  at,  with  much  of  it  hav- 
ing a high  sulphur  content, 
which  means  more  money 
has  to  be  spent  to  build 
installations  before  it  is 
clean  and  sweet  enough  to 
be  used  for  power  and  feed- 
stock. 

So  despite  its  vast  reserves 
and  no  lack  of  investment 
funds,  Abu  Dhabi  still  needs 
to  import  natural  gas  from 


neighbouring  Qatar,  if  it  is 
to  widen  its  targets  of  export 
markets  as  well  as  meet 
domestic  needs. 

Qatar  has  more  than  three 
tunes  Aba  Dhabi's  reserves 
in  its  North  Field  area  and 
at  depths  which  are  easy  to 
exploit. 

In  order  to  meet  its  agree- 
ment with  Dubai  to  supply  it 
with  800m  cubic  feet  a day 
(CFD)  of  natural  gas.  Abu 
Dhabi  is  reported  to  be  con- 
sidering buying  its  own  con- 
cession area  in  Qatar's 
North  Field  in  addition  to 
acquiring  an  existing  one.  It 
is  also  to  build  a pipeline 
from  Qatar  to  its  own  expan- 
ded power  station  at  Tawee- 
lah. 

Abu  Dhabi  Gas  Liquefac- 
tion Company  (Adgas),  a 51/ 
49  per  cent  joint  venture 
between  Adnoc  and  foreign 
partners  including  BP- 
Amoco,  Total  and  Mitsui, 
which  has  been  exporting 
flqoefled  natural  gas  (LNG) 
to  Japan,  its  main  market, 
for  the  last  20  years,  as  well 
as  to  the  US,  Italy,  and 
Spain,  recently  sent  its  first 
exports  destined  for  the  US 
on  board  Adnoc's  own  tank, 
era. 

Last  month  Adgas  agreed 
in  principle  to  supply  500,000 
tonnes  per  annum  (TP A)  of 
liquefied  natural  gas  (LNG) 
for  20  years  to  Enron  for  its 
Dabhol  power  plant  in  India. 

Adnoc  is  also  pushing 
ahead  with  petrochemicals’ 
development.  Last  Novem- 
ber, Abu  Dhabi  Polymers 
Company  (Borouge),  the  60/ 
40  joint  venture  between 
Adnoc  and  Copenhagen- 
based  Borealis,  awarded  Ger- 
many's Linde  and  the  US's 
Bechtel  a S620jh  contract  to 
build  a 600,000  TPA  ethylene 
plant  at  Ruwais,  200  kms 
west  of  Abu  Dhabi.  Other 
petrochemical  projects  being 
considered  include  an  aro- 
matics plant  and  expansion 
of  Abu  Dhabi's  fertilisers 
industry. 


Mfs  the  politics  of 

ignorance.  The 

politicians  just 
don’t  understand 
what  is  being 
proposed’ 


named,  are  more  blunt  In 
tbafr  assessment  “It's  the 
politics  of  ignorance,”  says 
one  European  executive: 
“The"  politicians  Just  don’t 
understand  what  is  being 
proposed." 

For  some  oil  companies, 
Kuwait  has  been  a trying 
experience.  BP  Amoco,  the 
UK  group,  also  mitered  into 
a service  contract  in  the 
hope  that  it  would  evolve 
into  a direct  investment 
opportunity. 

At  one  stage  it  looked  as 
though  the  company  might 
become  a victim  of  its  own 
success.  It  had  put  so  many 
of  its  best  people  on  the  proj- 
ect that  some  Kuwaitis  won- 
dered why  they  needed  to 
offer  BP  Amoco  anything 
more. 

Some  foreign  companies 
have  also  found  that  a wide 


gulf  exists  between  govern- 
ment attitudes  at  the  techno- 
cratic level,  with  whom  they 
can  converse  easily  and  who 
see  any  opening  of  the  sector 
within  a wider  industrial 
and  economic  political  con- 
text, and  the  more  internal 
focus  of  some  members  of 
the  rating  AI  Sabah  family. 

Bat  the  lure  of  low-cost 
reserves  keeps  companies 
coming,  even  those  which, 
unlike  BP  Amoco  and  Chev- 
ron, had  little  previous  expe- 
rience with  Kuwait’s 
upsfream  sector.  Conoco  of 
the  US  used  a refining  ser- 
vice contract  as  its  entry 
point  into  the  country.  Oth- 
ers, such  as  Lasmo,  the  UK 
oil  independent,  have  opted 
for'  a private  sector 
approach:  it  has  formed  a 
joint  venture  with  a Kuwaiti 
company.  . 

The  exact  role  of  the 
Kuwaiti  private  sector  in  the 
process  is  thought  to  be  one 
of  the  Issues  still  to  be 
resolved. 

As  for  nationalist  sensitivi- 
ties, some  western  execu- 
tives believe  they  are  over- 
blown: "Gulf  Arahs  are  used 
to  a mercenary  tradition," 
says  one  American  ofl  man. 
"In  the  past,  others  have 
often  come  in  mid  managed 
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their  resources  for  them." 
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Death  by  sanctions 

Did  Washington  spike  the  sector's  recovery  programme? 


If  the  United  Nations 
sanctions  imposed  on  Iraq 
eight  years  ago  were  lifted 
tomorrow,  the  Iraqi  oil  sec- 
tor would  require  tens  of  bil- 
lions of  dollars  of  rehabilita- 
tion to  generate  the  funds 
needed  to  rebuild  the  rav- 
aged country. 

Sanctions,  of  course,  are 
not  about  to  be  lifted, 
despite  the  erosion  of  sup- 
port, especially  in  the  arab 
world,  for  measures  that 
hurt  the  Iraqi  population  far 
more  than  the  regime  they 
are  supposed  to  target 

So,  as  Iraq  grapples  with 
life  under  sanctions,  it  Qnda 
that  its  oil  industry,  which 
dominates  its  economy  and 


used  to  account  far  virtually 
all  foreign  exchange  reve- 
nues, has  gradually  sunk 
into  a lamentable  state  with 
ofl  wells  watering  out  and 
capacity  dropping. 

Sanctions  deprived  Iraq  of 
all  ofl  exports  until  Baghdad 
agreed  at  the  end  of  1996  to 
an  exemption  allowing  it  to 
sell  $2bn  worth  of  oil  to  buy 
food  and  medicine  every  six 
months.  Last  year  the  UN 


security  council  agreed  to 
increase  the  ofi-for-food  deal 
up  to  $5-2bn. 

Because  of  the  damage 
inflicted  on  the  ofl  Industry 


In  the  past  seven  years  due 
to  the  lack  of  .spare  parts 
anri  given  the  slump  in  oil 
prices,  Iraq  has  not  been 
able  to  lift  six-month  export 
sales  beyond  $3bn. 

While  before  the  Gulf  war 
total  production  stood  at 
3.07m  barrels  a day,. produc- 
tion today  Is  estimated  at 

about  2.5m  b/d,  560,000  bpd 

of  which  is  for  domestic  con- 
sumption. 

According  to  a report  by 
experts  at  Say  boh  Nederland 
BV,  which  was  contracted  by 
the  UN,  the  predicted  decline 
in  the  overall  oil  production 
capacity  of  Iraq  has  been  in 

the  range  of  4 to  3 per  cent 

It  says  production  is  being 
lost  to  wells  that  are 
watering  out  and  the  ability 
erf  toe  industry  to  treat  crude 
oil  prior  to  export  is  limited 
because  crucial  spare  parts 
haws  yet  to  arrive  and  be 
installed. 

A significant  number  of 
wells  have  ceased  produc- 
tion In  the  north  and  south 
due  to  the  lack  of  water 
removal  facilities,  and  about 
20  per  cent  of  wells  are  irrep- 
arably damaged-  The  others 
could  be  returned  to  produc- 
tion if  .appropriate  spare 
parts  were  provided. 

The  UN  security  council 
has  agreed  to  a 8600m  alloca- 


tion for  Iraq  to  spend  on 
spare  parts,  with  the  first 
$300m  approved  six  months 
ago.  but  approval  of  con- 
tracts and  delivery  have 
been  exceedingly  slow.  So 
far  only  $10m  to  $l5m  worth 
of  spare  parts  have  arrived 
in  Iraq. 

Saybolt  predicts  that  an 
increase  in  production  levels 
is  unlikely  before  March, 
2000.  Although  the  US  has 
now  speeded  up  approval  of 
contracts,  diplomats  say 
Washington  last  year  was 
deliberately  delaying 
approval  of  parts  that  could 
restore  the  industry  rather 
than  give  it  a temporary 
ability  to  raise  production. 

The  Iraqi  regime,  which 
has  always  objected  to  the 
ofl-for-food  deal  on  grounds 
that  the  US  and  Britain  want 
to  substitute  it  for  a lifting 
of  sanctions,  never  ceases  to 
make  plans  for  its  industry 
in  the  post-sanctions  period. 

The  government  wants  to 
raise  production  to  3m  bpd 
six  months  after  the  end  of 
the  embargo  and  to  35m  bpd 
within  two  years. 

With  tens  of  billions  of  dol- 
lars needed  to  revive  the  oil 
sector,  the  government  has 
tried  to  win  political  support 
fbr  an  end  to  the  embargo  by 
dangling  the  prospect  of 
huge  potential  oil  deals. 

Iraq’s  oil  Industry  was 
nationalised  in  the  1970s,  but 
the  government  has  started 
to  offer  production-sharing 
agreements  in  discovered 
fields.  In  1997  it  signed  a deal 
with  Russian  companies  to 
develop  the  West  Quraa 
field. 

Chinese  companies  won  a 
contract  to  develop  the  Al- 
Ahdab  field  and.  France’s 
Total  and  Elf  Aquitaine  are 
believed  to  have  been  in 
talks  with  the  government  to 
develop  two  fields  in  the 
south  of  the  country. 

These  deals,  however,  can 
only  go  Into  effect  and  help 
develop  the  Iraqi  industry 
when  the  sanctions  are 
lifted.  Not  surprisingly,  Rus- 
sia, China  and  France  have 
tried  to  push  for  an  end  to 
sanctions,  leading  to  severe 
splits  among  the  five  perma- 
nent members  of  the  UN 
security  conncD. 

The  US  and  Britain  con- 
tinue to  oppose  a lifting  of 
sanctions  and  will  not  allow 
any  funds  to  fall  into  the 
hands  of  the  Iraqi  regime. 
According  to  UN  resolutions, 
the  sanctions  can  only  be 
removed  when  Iraq  is 
declared  free  of  weapons  of 
mass  destruction. 


The  controversial  UN 
arms  inspectors'  commis- 
sion, Unseam,  however,  says 
that  after  seven  years  of 
inspections  Iraq  has  not  yet 
complied  with  disarmament 
requirements. 

Instead  of  looking  at  a lift- 
ing of  sanctions,  the  US  is 
trying  to  find  ways  to  allow 
Iraq  to  increase  its  ofl  sales 
and  alleviate  the  suffering  of 
the  population,  but  under 


the  strict  rules  of  ofl-for-food 
in  which  all  export  revenues 
are  scrutinised  by  the  UN 
and  all  contracts  approved 
by  a UN  committee. 

The  paralysis  on  Iraq  pol- 
icy in  the  security  coundl, 
which  deepened  following 
last  December’s  four-day  US 
and  British  air  raids,  bas  led 
members  to  agree  to  form  a 
panel  to  look  into  the  state 
of  disarmament  and  how 
arms  inspectors  may  be  sent 
back  to  Baghdad. 

Iraq  refuses  to  let  them  in, 
since  it  it  was  their  negative 
report  to  the  UN  security 
coundl  which  triggered  the 


US  and  British  raids  in 
December.  Other  panels  are 
studying  the  humanitarian 
situation  in  Iraq  and  the 
accounting  for  Kuwaiti  pris- 
oners of  war  captured  in 
Iraq’s  ID-fated  1990  invasion. 

Where  UN  policy  on  Iraq 
goes  from  here  will  depend 
on  the  recommendations  of 
the  panels,  in  particular  the 
disarmament  group,  which 
report  back  in  April 

But  whether  their  results 
lead  to  an  easing  of  sanc- 
tions, raise  Iraqi  production 
and  allow  reinvestment  in 
the  Iraqi  oil  industry  is  for 
from  certain. 
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WORLD  ENERGY  8 STATISTICS 


STATISTICS 


This  new  section  of  statistics 
on  mergers  and  acquisitions 
activity,  and  energy  prices 
aid  production  aims  to  keep 
the  industry  observer  up  to 
speed  with  currant  trends. 
Each  subsequent  edition  of 
the  quarterly  FT  World 
Energy  review  wHI  contain  a 
simHar  spread  of 
up-to-the-minute  data  from 
across  the  industry. 
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MERGERS  & ACQUISITIONS  by  Andrew  Taylor 


US  and 
Europe  plug 
into  Asia 
Pacific 

The  first  of  a new  quarterly  update  of  M&A 
activity  in  the  world’s  electricity  markets, 
with  data  supplied  by  PwC 


Further  sightings  or  green 
shoots  of  recovery  in  Asia 
have  emerged  with  figures 
showing  an  increase  in  inter- 
national Investment  in  the 
region's  electricity  Industry. 

The  statistics  compiled  by 
the  global  energy  and  min- 
ing division  of  PwC.  the 
international  accountants, 
reveal  that  cross-border 
acquisitions  and  strategic 
stake  building  in  Asia 
Pacific  rase  to  S2-6bn  during 
the  first  three  months  of  this 
year. 

This  was  the  some  as  the 
total  value  of  deals  In  the 
region  for  the  whole  of  1988. 
The  previous  year  interna- 
tional acquisitions  in  the 
power  sector  reached  gl2bn 


Ctoss-bonlnr  electricity 

in.  ism 


In  Asia  Pacific. 

Simon  Allen.  European 
head  of  utilities  at  PwC’g 
financial  advisory  services, 
says  increased  spending  on 
acquisitions  during  the  first 
quarter  of  this  year  "indi- 
cates renewed  interest  la  the 
Asia  Pacific  region  following 
the  economic  troubles  in  late 
1997  and  1998". 

The  region  topped  the 
inward  investment  table  dur- 
ing the  quarter  In  terms  of 
both  total  value  and  number 
of  deals  concluded. 

The  biggest  of  the  10  deals 
completed  in  the  region 
involved  the  sale  for  Si  bn  of 
a B per  cent  stake  In  Korea 
Electric  Power  Corporation 
to  institutions  from  the 
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international  scene. 

Worldwide  there  were  SO 
cross-border  deals  in  the 
power  sector  with  a com- 
bined disclosed  enterprise 
value  of  1&3bn  (including 
acquisition  of  debt). 

This  represents  almost 
four  times  the  total  value  of 
completed  deals  at  the  same 
stage  last  year,  says  PwC.  Its 
statistics  win  form  a regular 
series  which  will  be  updated 
In  subsequent  quarterly  edi- 
tions of  FT  World  Energy 
review. 

Privatisation  and  liberalis- 
ation of  global  power  mar- 
kets has  prompted  a surge  in 
cross-border  acquisitions 
and  strategic  stake  building 
led  mainly  by  US  and 
European  electricity  compa- 
nies. 

The  largest  deal  in  the 
first  three  months  of  this 
year  involved  the  acquisition 
of  Una  Energieproductiebed- 
tUJ,  one  ct  four  Dutch  gener- 
ators, by  Reliant  Energy  of 
the  US  for  a total  cost  of 
$2.4bn. 

Reliant,  formerly  known 


as  Houston  Industries,  faced 
tough  competition  from  rival 
bidders,  thought  to  have 
included  Texas  Utilities, 
owner  of  Eastern,  the 
UK's  largest  electricity  sup- 
plier. 

PwC  expects  farther  hugs 
cross-border  transactions  to 
be  made  in  European  Union 
countries  which,  under  an 
EU  directive  triggered  in 
February,  must  open  just 
over  a quarter  of  the  com- 
munity’s power  market  to 
competition. 

International  acquisitions 
in  the  European  electricity 
sector  almost  doubled  to 
more  than  fSObn  last  year. 
Cross-border  acquisitions 
worldwide  increased  by 
almost  36  per  cent  to  $4&7bn. 

European  bidders 
accounted  for  5B  per  cent  of 
all  cross-border  deals  by 
value  during  . 1998.  US  bid- 
ders accounted  for  another 
37  per  cent 

US  electricity  markets  are 
also  In  the  process  of  being 
liberalised  which  has 
encouraged  European  utili- 


ties to  reverse  the  recent 
transatlantic  trend  of  US 
power  companies  making 
acquisitions  in  Europe. 

National  Grid,  the  UK 
power  transmission  com- 
pany, made  an  agreed 
iLOSba  bid  for  Eastern  Utili- 
ties Association  of  the  US  in 
the  first  quarter,  following 
Up  its  pL&m  agreed  bbl  for 
New  England  Electrical 
Systems  at  the  end  of  last 
year. 

Both  offers  have  still  to  he 
approved  by  US  authorities 
as  has  Scottish  Power's 
tllAbn  agreed  purchase  of 
PacifiCorp  also  made  last 
year. 

North  American  power 
companies  remain  very 
active  In  International  mar- 
kets and  were  represented  in 
nine  of  the  20  deals  con- 
cluded in  the  first  quarter. 
These  accounted  for  more 
than  two  thirds  ($5£bn)  of 
the  total  value  of  transac- 
tions. European  bidders 
were  involved  in  five  trans- 
actions with  a total  value  of 
SLSbn. 
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Privatisation  and  liberalis- 
ation of  power  markets  in 
Latin  America  continues  to 
attract  strong  interest  from 
US  and  European  utilities 
despite  economic  difficulties 
in  the  region. 

The  second  biggest  cross- 
border  deal  in  the  first  quar- 
ter involved  Duke  Energy  of 
the  US  which  has  bid  $2.zbn 
for  a 51  per  cent  stake  in 


Endesa  of  Chile. 

The  quarter  ended  with 
shareholders  in  Enersis,  Chi- 
le’s largest  electricity  com- 
pany, voting  to  change 
shareholding  rules,  which 
should  open  the  the  way  for 
Endesa,  the  Spanish  power 
utility  (no  relation  to  the 
Chilean  Endesa),  to  double 
its  32  per  cent  stake  in  Ener- 
sis, through  a JL45bn  offer. 


The  market  is  now  waiting! 
to  see  whether  the  Spanish  ( 
Endesa,  through  Enersis, 
will  make  a counter-offer  for 
the  Chiteayi  Knffegfl,  topping 
the  bid  by  Duke.  Enersis 
already  owns  a 25  per  cent 
stake  in  the  Chilean  Endesa. 

Total  cross-border  spend- 
ing on  power  assets  in  south 
and  central  America  during 
the  quarter  was  gz^bn. 


Energy  Efficiency  is 
a burning  issue  for 
business... 


VIEWPOINT 

ROBERT  MABR0 


Cycles,  trends  and 
graveyards  - spot 
the  difference 

If  analysts  and  oil  companies  persist  in 
assuming  every  new  price  correction 
marks  the  start  of  a new  trend,  they  will 
keep  digging  their  own  graves 
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SmaB  imbalances  In  oil 
sippHes  end  demand  on 
world  markets  can  cause 
algniflcant  changes  In  prices, 
hi  this  respect  ofl  is  a raw 
material  which  behaves  Rke 
any  other  primary 
commodity. 

in  1896  oil  prices  shot  up. 
The  price  of  Brent  (the  North 
Sea  benchmark  crude)  rose 
from  a few  of  $16.15  a 
barrel  to  a peek  of  $25£2  a 
barrel  to  that  year  - a rise  of 
66  par  cent  AH  that 
happened  was  an 
unexpected  increase  In 
demand  which -foe  industry 
was  unable  to  meet  from 
inventories. 

in  1898  ofl  prices 
ooBapsedL  The  price  of  Brant 
fed  from  $16.15  a banal  on 
30  Jammy  to  a trough  of 
$&21  on  10  December,  a 
dectine  of  43  per  cent 
between  the  two  dates.  The 
cause  excess  supples  due 
to  mtaodcutatlons  on  foe 
part  of  oft-exporting 
countries. 

Towards  the  end  of  1997 
they  mistakenly  thought  that 
the  strong  demand  of 
previous  yaara  would  prevail 
and  justify  increases  In 
production.  Alas,  foe  Asian 
econcmhawTScoftapring 
at  tha  time.  And  Asia  had 
been  foe  engine  of  growth 
foroS  demand  durtog  the 
past  12  or  15  years. 

The  economic  crisis 
affecting  this  critical  region 
was  bound  to  have  a 
devastating  effect  on  the 
world  potroteum  market  And 
ft  did. 

Most  commentators  and 
many  professionals  in  the  al 
industry  tend  to  interpret  any 
significant  price  movement 
as  marking  foe  start  of  a 
new  tong-term  trend.  They 
(forays  seem  to  discover 
symptoms  of  fundamental 


structural  changes. 

In  1996  high  prices  led 
some  analysts  to  before 
that  foe  oM  fears  of  an 
Impencfing  scarcity  which 
did  not  materialise  in  the 
1970s  are  beck  to  haunt  us 
- and  that  this  time  the 
three!  is  real. 

In  1998  and  early  1999  foe 
opposite  reasoning  was 
made.  The  worid  to  awash 
with  oft.  77>e  Economist. 
always  quick  at  capturing 
foe  spirit  of  the  times, 
published  an  article  under 
the  title  ’Drowning  in  08’. 

The  analysts  reminded  us 
that  non-Qpec  production 


geologists  - Messieurs 
Campbell  and  Lahenre  - 
that  a peek  in  conventional 
oft  production  will  be 
reached  at  around  the  year 
2000  Is  far  too  pessimistic. 
Such  a peak  is  unflkeJy  to 
emerge  before  2015  at  the 
earliest  The  view  that  1996 
was  anticipating  the  entry  of 
world  oil  in  the  era  of 
geological  scarcity  has  no 
merit 

But  what  about  the  price 
collapse  of  1998?  Have  we 
really  entered  a long  episode 
of  few  oil  prices  because  of 
some  sea  change  in  cost 
structures,  demand  patterns, 
technology  or  in  foe  rote  of 
Opec. 

Low  oil  prices:  we  had 
them  until  as  recently  as  two 
weeks  ago,  and  we  may  see 
them  obtain  again  on  mom 
than  one  occasion.  But  they 
have  been,  and  in  the  future 
w3)  be,  caused  by 
imbalances  that  inevitably 
arise  in  a market  where 
nobody  knows  precisely 
what  the  current  levels  of 
actual  stpply  and  demand 
am. 

Nothing  fundamental  has 
really  changed  in  the 
structure  of  the  industry. 

Opec  often  takes  a long 
snooze  but  always  wakes  up 
when  there  to  a price  crisis 
and  proves  to  a sceptical 
worid  that  it  to  still  alive  and 
kicking.  And  Indeed  foe 


Nothing  fundamental  has  changed. 
Opec  often  takes  a snooze  but  always 
wakes  up  when  there  is  a price  crisis 


has  been  rising  every  year, 
with  two  or  three 
exceptions,  since  foe  early 
1960s,  if  not  before.  They 
repeated  ad  nauseam  that 
Opec  was  dead.  And 
brandishing  the  ultimate 
scientific  weapon,  tha  law  of 
marginal  costs,  they  showed 
that  the  costs  of  extracting 
oil  from  foe  hands  of  a 
niggardly  Nature,  and  from 
under  very  deep  seas,  were 
falling  continuously.  Prices 
must  foBaw  marginal  costs. 
We  are  thus  entering  a 
tong  period  of  low  oil 

prices. 

My  personal  view  to  that 
neither  foe  1996  price  rise, 
nor  the  1998  coBspse  have 
much  to  do  wfih  a change  in 
foe  Structure  of  foe  worid 
petroleum  industry. 

We  are  not  yet  threatened 
with  a scarcity  of  oH 
resources.  The  view 
propagated  by  two  eminent 


producers  got  their  act 
together  last  month. 

Costs  have  been  failing  for 
some  time,  atoert  not  in  the 
downstream  where  tighter 
environmental  specifications 
are  burdening  refiners.  But 
oil  prices  have  always  held 
above  foe  costs  of  the 
incremental  barrel  that  would 
be  needed  to  meet  demand 
when  all  extant  capacity  is 
used.  In  ofl  it  to  price  that 
determines  the  cost  of  the 
incremental  development, 
not  the  marginal  cost  that 
determines  prices.  Oil 
companies  ought  to  count 
their  blessings  that  things 
are  not  foe  other  way  round. 

The  transformation  of  ofl 
demand  patterns  is 
continuing  on  a trend  which 
started  25  years  ago:  ofl  is 
being  slowly  displaced  from 
non-transport  uses  almost 
everywhere  in  the  worid  but 
to  stiU  matotaWng  a 


considerable  growth 
potential  in  developing 
countries.  To  assume  this 
potential  to  be  irrelevant  is 
to  say  that  the  third  world 
and  foe  NICs  will  never 
resume  their  economic 
development 
The  threat  to  oil  in  foe 
long  run  does  not  arise  from 
foe  technology  of  production 
but  from  the  technologies  of 
use.  One  day  the  fuel  cell 
car  may  displace  foe  familiar 
internal  combustion  engine. 
The  change  may  well  take 
20  years  to  obtain  on  a 
significant  scale.  In  the  very 
long  run  new  fuels  may  lead 
foe  growth  of  energy 
consumption  in  the  world. 
But  not  before  40  or  50 
years  from  now. 

Oil  companies  and  many 
of  their  consultants  talk 
about  structural  changes 
happening  because  they 
want  something  to  occur. 
They  would  dearly  like  to 
re-enter  the  upstream  sector 
in  foe  Gulf  countries  and 
Mexico.  The  structural 
change  that  would  then  take 
place  is  the  gradual 
displacement  of  the  national 
ofl  companies  by  the 
multinationals. 

I do  not  believe  that  such 
a change,  if  it  occurs,  would 
result  In  a dramatic  shift  in 
foe  balance  between  Opec 
and  non-Opec  production. 

The  latter  will  continue  to  be 
privileged  for  security 
reasons.  Should  non-Opec 
areas  be  abandoned  by 
some  companies,  they  win 
inevitably  attract  those  who 
did  not  manage  to  gain 
access  to  the  Gulf.  As 
mentioned  above,  and 
without  apologies  for 
repeating  the  same  pant, 
the  shift  will  take  oil  away 
from  publicly  owned 
corporations  aid  put  it  in 
the  hands  of  private 
companies. 

And  this  is  not  a zero-sum 
game.  Oft-exporting 
countries  and  ofl  companies 
alike  will  lose  in  the  longer 
run  - simply  because 
control  over  production  will 
slip  away  and  with  It  so  will 
prices,  government  revenues 
and  profits.  More  than  once 
In  the  past  oil  companies 
have  begun  digging  foefr 
own  graves.  They  may  very 
weH  do  it  again  if  they  fail  to 
distinguish  between  cycles 
and  trends,  and  more 
Importantly  to  think  through 
foe  tong-term  implications  of 


•!  . 


Robert  Mabro  is  director  of 
foe  Oxford  Institute  for 
Energy  Studies 


Optimism  after 
? five  years  of 
’ steady  growth 

For  all  practical  purposes,  Denmark  has  become  a ' • ’ 
shadow  member  of  European  economic  and  monetary 
union,  report  Tim  Burt  and  Clare  MacCarthy  • 
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The  Danish  economy  should 
end  the  decade  In  much  bet- 
ter shape  than  it  began  it. 

It  is  likely  to  enter  the 
new  millennium  with  infla- 
tion under  control,  interest 
rates  at  the  lowest  levels  for 
60  years  and  one  of  the  low- 
est unemployment  rates  in 
Europe. 

In  a transformation  from 
the  early  1990s,  the  country's 
Social  Democrat-led  govern- 
ment is  expected  to  achieve 
a general  budget  surplus  of 
about  DKi30bn  this  year  - 
equivalent  to  2.5  per  cent  of 
gross  domestic  product 

“The  performance  has 
been  extremely  good,”  says 
Mogens  Lykketoft.  the 
finance  minister.  “Public 
finances  have  moved  very 
fast  from  deficit  to  surplus.” 

Although  the  country  has 
decided  to  abstain  from  the 
first  wave  of  European  eco- 
nomic and  monetary  union, 
Mr  Lykketoft  is  quietly  con- 
fident that  it  will  continue  to 
meet  all  the  entry  criteria  - 
if  and  when  Denmark 
decides  to  join  the  single 
currency. 

“Denmark  is  in  better 
shape  for  joining  the  euro 
than  most  of  the  countries 
that  are  inside  already,”  he 
adds. 

The  government  has 
reached  that  position  after 
recording  five  years  of 
steady  but  solid  GDP 
growth.  Buoyant  domestic 
demand  has  underpinned 
manufacturing  orders,  com- 


pensating for  slowing 
exports.  Meanwhile,  mone- 
tary policy  has  maimamow  a 
stable  krone  over  a long 
period,  contrasting  with  the 
currency  volatility  seen  in 
neighbouring  Sweden  and 
Norway. 

The  government,  however, 
has  been  forced  to  tighten 
fiscal  policy  to  cool  domestic 
demand  and  avoid  industrial 
bottlenecks.  Failure  to  do  so 
risked  fuelling  inflationary 
pressures  and  prompting 
higher-than-average  wage 
increases,  in  turn  hurting 
Danish  competitiveness. 

Mr  Lykketoft  believes  the 
fiscal  tightening  is  starting 
to  work;  GDP  growth  is  proj- 
ected to  slow  this  year  to 
1-1.5  per  cent.  Inflation  lias 
settled  at  just  below  2 per 
cent  and  unemployment  has 
sunk  to  about  6 per  cent 
The  relative  economic 
calm  contrasts  sharply  with 
the  flux  in  the  financial  ser- 
vices.industry. 

Recent  corporate  activity 
in  the  sector  suggests  that 
Denmark  has  embarked  on  a 
second' wave  of  consolida- 
tion, almost  10  years  after 
the  last  big  shake-out  in  the 
industry,  (see  page  three).  In 
2990,  the  consolidation  was 
triggered  by  excess  capacity 
in  the  domestic  market  That 
led  - among  other  deals  — to 
the  creation  of  Den  Danske 
Bank  and  Unibank,  the 
country’s  two  largest  lend- 
ers. ■ - 

After  fully  digesting  those 


transactions,  both  banks 
have  gone  on  the  offensive 
in  the  past  six  month&'Den 
Danske  has  acquired  Fokus 
Bank  of  Norway,  extending 
its  retail  presence  outside  its 
traditional  market,  while 
Unibank  has  agreed  to 
acquire  Danish  insurer 
Trygg-Baltica. 

Those  deals  follow  the 
agreed-  merger  last  year 
between  BG  Bank,  the  third 
largest  commercial  bank, 
and  Realkredit  Danmark,  the 
mortgage  lender. 

All  that  activity  mirrors 
similar  mergers  ^ acquisi- 
tions elsewhere  in  the  Nor- 
dic region,  where  large 
banks  have  begun  to  bolster 
market  share  and  product 
portfolios  by  buying  insurers 
and  asset  management 
groups.  . 

That  all  seems  logical.  But 
the  deals  have  not  addressed 
the  lingering  problem  of 
excess  capacity  - particu- 
larly acute  In  Denmark’s 
fragmented  financial  ser- 
vices industry.  There  are 
quite  simply  too  many 
branches,  too  many  service 
providers  chasing  too  few 
customers. 

Most  of  the  mergers  so  far 
have  done  little  to  address 
that  problem.  The  deals  have 
focused  on  combining  com- 
plementary businesses, 
rather  than  aggressively  cut- 
ting costs  and  building 
shareholder  value. 

All  that  could  change  if 
and  when  overseas  banks 
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start  to  take  an  interest  in 
the  Danish  market  So  far, 
there  has  been  relatively 
little  buying  activity  by  for- 
eign banks  - most  of  whom 
have  overlooked  Denmark 
while  establishing  footholds 
in  neighbouring  Sweden  or 
In  eastern  Europe. 

Danish  participation  in 
European  economic  and 
monetary  nnfnn  could  make 
the  market  more  attractive 
to  German  or  Dutch  bank- 
ers, which  might  see  oppor- 
tunities for  cross-selling  of 
euro  denominated  products 
at  relatively  tittle  additional 
cost 

People’s  decision 

First,  however,  Danish  vot- 
ers will  have  to  vote  in 
favour  of  joining  Emu. 

Denmark  opted  out  of  the 
single  currency  in  a 1993  ref- 
erendum and  only  another 
national  referendum  can 
reverse  that  decision.  But 
while  the  government,  oppo- . 
stolon  political  parties  and 
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If  domestic  demand  and  wage  Inflation  is 
not  sufficiently  restrained,  then  further 
fiscal  tightening  may  soon  be  needed 
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After  reaching  a comfortable 
cruising  altitude  over  the 
past  five  years,  the  Danish 
economy  has  started  on  a 
gentle  downward  glide  path. 

Mogens  Lykketoft,  the 
country’s  finance  minister, 
initiated  the  descent  last 
year  with  an  economic 
retain  package  designed  to 
take  the  heat  out  of  the 
economy.  After  seeing 
annual  GDP  growth  reach  3 
per  cent  since  the  mid-1990s, 
Mr  Lykketoft  last  year 
deployed  a fiscal  tightening 
to  cool  domestic  consump- 
tion and  help  ease  bottle- 
necks in  the  manufacturing 
sector. 

“Things  were  moving  too 
fast  on  general  consumption, 
we  had  to  intervene,"  says 
the  finance  minister.  “There 
was  a requirement  to  stabi- 
lise real  estate  prices  and 
take  some  of  the  steam  out 
of  the  economy.” 

Sp.eaking  in  his  Copen- 
hagen office,  he  that 

last  year’s  so-called  Whitsun 
package  has  begun  to  take 
effect.  A combination  -of 
higher  energy  taxes  and  a 
big  cut  in  mortgage  interest' 
relief  helped  slow  GDP 


growth  to  2-7  per  cent  in 
1998.  This  year,  GDP  is  proj- 
ected to  be  no  more  than  1 
per  cent  to  14  per  cent.  At 
the  same  time,  unemploy- 
ment has  halved  from  12  per 
cent  to  6 per  cent  since  1903. 
Add  in  interest  rates  at  his- 
torically low  levels,  inflation 
hovering  just  below  L9  per 
cent  and  an  estimated  gen- 
eral government  surplus  of 
DKj30bn  in  1999,  and  most  of 
the  leading  Danish  indica- 
tors point  to  an  economy  in 
rude  health. 

“We  think  everything  is 
working  as  planned  and  we 
will  have  a better  balance  of 
payments  this  year  than 
last,”  according  to  Mr  Lykke- 
toft, who  also  claims  to  have 
reduced  Denmark’s  sky-high, 
.marginal  tax  rates  while 
widening  the  tax  base. 

Certainly,  there  Is  much 
for  the  ruling  Social  Demo- 
crats to  be  pleased  about 

But  the  finance  ministry 
has  embarked  on  a.,  delicate 
HqTanttfag  act  If  its  policies 
foil  to  restrain  domestic 
demand  and  wage,  inflation 
sufficiently,  it  may  be  forced 
to  consider  a further  fiscal 
tightening  at  the  turn  of  the 
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year  or  early  in  2000.  At 
worst,  that  could  lead  to  a 
hard  landing  for.  the  econ- 
omy, a deepening  current 
account  deficit  and  rising 

unemployment. 

If  those  trends  coincided- 
with  a referendum  on  Dan- 
ish participation  In  the  Euro- 


pean single  currency,  then  a 
favourable  result  would  be 
very  uncertain.  “The  pros- 
pects for  a hard  landing  are 
fairly  slim.  but  I don’t  think 
we  shook!  be  satisfied,”  says 
Klaus  Rasmussen,  senior 

Turn  to  next  page 


has  cooled  domestic  demand 


industry  overwhelmingly 
support  the  country's  acces- 
sion, the  electorate  still  hov- 
ers in  indecision. 

The  successful  launch  of 
the  euro  in  January  this 
year  helped  nudge  voter  sup- 
port for  the  euro  above  50 
per  cent  for  the  first  time. 
But  the  initial  enthusiasm 
has  waned  and  an  opinion 
poll  conducted  in  the  after- 
math  of  the  EU  Commis- 
sion’s fraud  and  nepotism 
scandal  sent  voter  support 
far  the  euro  back  down  to  45 
per  cent 

Yet  far  all  practical  pur- 
poses, Denmark  has  become 
a shadow  member  of  Emu. 
Last  September,  the  govern- 
ment reached  an  agreement 
with  the  European  Central 
Bank  to  keep  the  krone 
within  a 125  per  cent  band 
either  side  a central  parity 
rate. 

In  practice,  this  means 
that  monetary  policy  Is 
largely  dictated  by  maintain- 
ing the  krone  in  that  band. 
Although  official  Interest 
rates  have  declined  since  the 
August  currency  crisis  and 
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the  10-year  yield  spread  over 
German  bunds  has  nar- 
rowed, economists  are  cer- 
tain that  Danish  interest 
rates  will  remain  higher 
than  core  Europe  until  such 
timi>  as  Denmark  joins  the 
euro.  And  without  a seat  on 
the  ECB  board,  this  in  effect 
•mpaws  that  Denmark  no 
infiwgncB  and  is  paying  the 
price  for  it. 

That  has  persuaded  the 
Danish  business  community 
- sot  least  the  banks  - to 
increase  the  pressure  on  gov- 
ernment to  bring  forward 
the  euro  question. 

But  continuing  public 
scepticism  and  poor  opinion 
poll  ratings  for  the  Social 
Democrats  make  an  immi- 
nent referendum  highly 
unlikely. 
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The  government,  with 
only  a fragile  hold  on  parlia- 
ment, would  be  even  more 
reluctant  to  hold  such  a ref- 
erendum if  it  risked  becom- 
ing a national  vote  of  confi- 
dence. 

Its  chances  of  securing  a 
solid  yes  vote  on  the  euro, 
moreover,  could  be  further 
diminished  If  it  embarked  on 
the  sort  of  structural 
reforms  demanded  by  many 
Danish  economists.  Senior 
economists  at  the  largest 
banks  and  employers  organi- 
sations argue  that  much 
more  work  is  needed  to  cut 
social  benefits,  address  skills 
shortages  and  improve 
labour  market  flexibility. 

High  taxation  and  over- 
generous  welfare  payments, 
they  add,  are  threatening 
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competitiveness.  There  Is 
also  some  market  nervous- 
ness that  further  interest 
rate  cuts  could  prompt  a 
new  spurt  in  domestic 
demand,  forcing  the  govern- 
ment into  another  fiscal 
tightening. 

In  that  scenario,  the  profit- 
ability of  Danish  banks  here 
could  be  hit  by  declining 
savings  in  the  home  market 
That  could  force  them  to 
look  to  overseas  mergers  and 
acquisitions,  if  only  to  pro- 
tect them  from  becoming 
takeover  targets. 

But  Mr  Lykketoft  remains 
optimistic.  “I  think  our  pol- 
icy is  working  as  planned. 

“Maybe  something  could 
be  necessary  later  this  year 
in  the  way  or  further  fiscal 

tightening.  But  it  is  too  early 
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FINANCIAL  TIMES  THURSDAY  IS 


ATTITUDES  TOWARDS  THE  EURO  fay  Clare  MacCartfay 


EU  scandal  has  upset 


voters 


Danish  public  opinion  will  not  be 
convinced  about  Emu  entry  until  a credible 
European  Commission  is  in  place 


Danish  krone 
Against  lha  an  <Pkr  P*  €) 


Danish  voters  have  a 
peculiar  habit  of  shunning 
the  advice  of  their  political 
masters  - and  recent  devel- 
opments with  regard  to  the 
single  currency  are  a case  in 
point. 

The  overwhelming  major- 
ity of  established  politicians 
and  captains  of  industry 
which  has  long  favoured 
Denmark's  entry  into  the 
euro  zone  was  joined  last 
month  by  previously  scepti- 
cal trade  unionists. 

An  opinion  poll  of  Den- 
mark's largest  trade  union 
umbrella  group  revealing 
that  S3  per  cent  of  members 


would  welcome  their  coun- 
try's adoption  of  the  euro, 
appeared  to  cement  a grow- 
ing conviction  among 
observers  that  the  smallest 
of  the  Scandinavian  nations 
was  tracking  an  irreversible 
path  towards  economic  and 
monetary  union. 

But  the  fraud  and  nepo- 
tism scandal  which  toppled 
the  EU  Commission  shot  a 
spanner  into  the  works, 
reversing  an  otherwise  con- 
sistent trend  of  growing 
voter  support  for  the  euro. 

An  opinion  poll  published 
shortly  after  the  Commis- 
sion resigned  revealed  that 


rose  to  37.7  percent  from  31.4 
percent.  Given  that  the  gov- 
ernment and  most  of  the  rest 
of  parliament  are  solid  euro 
supporters,  a dip  like  this  in 
public  opinion  should  be  of 
little  consequence. 


National 

referendum 


Jan  1999  Mar 


Sdpdc  tfa&tfnMV 


popular  support  for  the  euro 
among  Danes  had  slumped 
to  45-3  percent  from  50.9  per- 
cent at  the  start  of  March, 
while  opposition  to  the  euro 


But  the  fact  is  that  Danes 
opted  out  of  the  third  phase 
of  Emu  in  a 1993  referendum 
and,  no  matter  what  the  gov- 
ernment wants  and  advises, 
this  decision  can  only  be 
reversed  in  another  national 
referendum. 

"Cronyism  is  apparentiy 
quite  rife  in  European  insti- 
tutions, so  Danish  public 
opinion  may  remain  opposed 


until  such  time  as  a credible 
Commission  is  in  place," 
notes  James  McKay,  chief 
European  economist  at  the 
Commonwealth  Bank  of 
Australia  in  London. 

Hi$  view  was  echoed  by 
other  analysts  who  fretted 
that  while  Denmark  seems 
certain  to  enter  the  euro 
zone  in  the  long  run.  upsets 
like  this  - particularly  if  the 
decline  is  sustained  - could 
well  delay  the  process  and 
have  negative  implications 
for  the  economy  in  the 
interim. 

In  spile  of  Denmark’s  suc- 
cess last  autumn  in  negotia- 
ting a deal  with  the  Euro- 
pean Central  Bank,  which 
provides  some  measure  of 
security  for  the  Danish 
krone  by  restricting  its 


movements  to  a narrow 
hand  either  side  of  a central 
parity  rate  against  the  euro, 
Denmark  pulls  negligible 
weight  in  Europe  as  long  as 
it  remains  outside  the  single 
currency  zone. 

“Danes  have  the  worst  of 
both  worlds  in  that  they 
have  no  influence  on  mone- 
tary policy  and  they're  pay- 
ing the  price  for  it."  says 
Hans  Christian  Iversen  of 
Deloitte  Consulting  Finan- 
cial Services  in  London. 

Though  the  government  is 
reluctant  to  fix  a firm  date 
for  Denmark's  Emu  referen- 
dum. pending  a definitive 
swing  to  positive  in  the  pub- 
lic mood,  it  has  not  wavered 
from  its  position  that  a refer- 
endum will  eventually  come 
and  nill  be  woo. 


STOCK  MARKET  by  Tim  Burt 


Danish  traders  look 
forward  to  Norex 


Most  traded  domestic  shares 


link-up  in  May 


An  alliance  with  Stockholm  will  lead  to  an 
increase  in  trading  volumes  and  the 
creation  of  new  brokerages 


Recent  statistics  from  the 
Danish  stock  market  have 
been  almost  as  grim  as  a wet 
winter  day  in  Copenhagen. 

Since  the  start  of  this  year, 
the  KFX  index  of  top  20 
stocks  has  achieved  the 
dubious  distinction  of  being 
one  of  the  world's  worst  per- 
forming indices  - falling 
almost  13  per  cent.  In  Febru- 
ary. the  all-share  index  fell 
by  4.6  per  cent  and  share 
turnover,  at  DKrtHbn.  was 
some  15  per  cent  lower  than 
in  the  previous  month. 

For  1998.  the  performance 
was  hardly  scintillating. 
Although  trading  volumes 
rose  by  45  per  cent  to  a 
record  DKr448bn,  the  all- 
share index  fell  by  5.6  per 
cent  and  the  KFX  index 
reported  a modest  4 per  cent 
gain.  Given  such  a mixed 
performance,  it  is  under- 
standable that  stock 
exchange  officials  and  bro- 


kers are  looking  forward  to 
May  14.  In  the  middle  of  next 
month.  Copenhagen  will 
embark  officially  on  a strat- 
egy designed  to  enhance 
liquidity  and  international 
interest  in  Danish  stocks. 

From  that  date,  it  will 
begin  trading  equities  on  the 
same  system  as  Stockholm's 
much  larger  stock  exchange 
as  part  of  Norex  - the  Nor- 
dic Exchanges  project. 

The  move  follows  almost 
two  years  of  negotiations  by 
the  two  bourses,  which  will 
in  future  trade  equities  on  a 
common  system  - SAX  2000. 
In  effect,  the  scheme  will 
create  “one  market  on  the 
screen",  allowing  institu- 
tions with  exposure  to  Stock- 
holm to  buy  and  sell  Danish 
shares  more  easily  with  few 
extra  costs. 

Compared  with  the  pro- 
spective London-Frankfurt 
stock  exchange  alliance. 


Danish  equities 
Copenhagen  KFX  into 


Danish  bonds 
Benchmaik  yields  {%) 


1998 

Source  OatrstrvanKV 


1998 

Sun- QtttfamlEV 


Norex  will  still  be  a minnow 
but  it  will  be  up  and  running 
at  least  three  years  before 
larger  competitors  begin 
pooling  their  trading  activi- 
ties. “We  realised  that  it 
would  be  very  difficult  for  a 
small  exchange  to  survive  if 
it  did  not  link  up  with  some- 
one else,"  says  Poul  Erik 
Skaanning-Jorgensen,  dep- 
uty director  of  the  Copen- 
hagen exchange. 

He  predicts  that  the  alli- 
ance, in  its  first  year,  will 
lead  to  a further  increase  in 
trading  volumes  and  will  see 
at  least  10  new  brokerages 
starting  to  trade  in  Danish 
stocks  via  Stockholm.  As  the 
Swedish  bourse  attracts  far 
more  international  interest, 
it  is  also  hoped  that  the  proj- 
ect will  encourage  new 
remote  members  from  finan- 
cial centres  such  as  London 
and  New  York.  Copenhagen 
Is  wooing  such  trading 
houses  by  promising  to 
waive  entrance  fees. 

So  Ear,  so  good.  But  it  is 
unclear  whether  the  alliance 
in  itself  will  reverse  the 
recent  sluggish  performance 
of  Danish  stocks,  even  if  vol- 
umes rise  significantly. 

Traders  blame  recent  Calls 
on  portfolio  changes  by  a 
number  of  large  institutions. 
They  have  decided  they  are 
overweight  in  their  exposure 
to  Danish  shares  and  are 
beginning  to  diversify  inters 
nationally.  That  means  sell- 
ing down  Danish  compa- 
nies.*’ according  to  one 
broker. 

Volumes  in  Tele  Danmark, 
the  bourse’s  most  heavily 
traded  share,  fell  23  per  cent 
in  February  compared  with 
the  previous  month,  while 
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turnover  in  banking  stocks 
declined  almost  5 per  cent 

Christian  Clausen,  manag- 
ing director  of  the  stock 
exchange,  says  the  bourse 
has  also  been  affected  by 
investors  shifting  away  from 
smaller  companies  and  the 
increased  focus  on  leading 
stocks  in  euro-zone  coun- 
tries. 

“It  is  a fairly  big  problem 
in  the  near  term:  it  strength- 
ens our  view  that  the  link 


with  Stockholm  is  the  per- 
fect deal  for  us."  he  adds. 

Officials  in  Copenhagen 
hope  to  extend  that  alliance 
by  adopting  the  SAX  2000 
trading  system  Tor  bonds 
and  derivatives,  it  is  hoped 
this  will  lead  to  a harmon- 
ised Nordic  market  for  differ- 
ent types  of  securities. 

Given  that  the  Helsinki 
stock  exchange  has  decided 
to  co-operate  with  the  Deut- 
sche BOrse  and  Eurex 


instead,  the  hopes  of  creat- 
ing a genuine  pan-Nordic 
market  will  be  difficult  to 
achieve.  Oslo  has  yet  to 
decided  whether  to  join 
Norex,  and  it  will  be  some 
months  before  the  Stock- 
holm-Copenhagen  marriage 
begins  to  show  real  benefits. 

Nevertheless,  Mr  Skaan- 
ning-Jorgensen says:  “We 
still  believe  strongly  that  if 
we  stick  together,  we  will 
survive." 


Novo  Nortflsk,  the  Danish  biotechnology  company,  is  attracting  the  attention  of  US  and  European 
investors.  Pictured  here  are  researchers  in  advanced  protein  chemistry  and  molecular  modelling.  More 
than  1,900  scientists  at  Novo  Nordisk  collaborate  on  research  worldwide 
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PROFILE 

BODIL  NYBOE  ANDERSEN 


m- 


Clever  lady  with 


m: 


unswerving 

determination 


Overfooking  the  canal  in  central  Copenhagen  are  the  spires  of  the 
old  stock  exchange,  butt  by  King  Christian  IV  between  1819  and 
1640.  The  exchange  has  now  moved  to  premises  in  Nikotaj  Plads  - 
see  addresses  of  business  institutions,  page  four 


As  governor  of  Denmark's  central  bank, 
Nyboe  Andersen  wins  applause  all  round 
in  maintaining  exchange  rate  stability 


M 


Danish  Ship 
Finance 


1-3,  Sankt  Ann*  Plads 
P.O.  box  3028 
DK-1021  Copenhagen  K 
.Telephone  f+45)  33  33  93  33 
Telefax  i+45)  33  33  96  66 
E-mail:  danmark5gsUtakredit.dk 

www.ildtwkredit.dk 


Bodfl  Nyboe  Andersen  Is 
hardly  a familiar  name  to 
those  outside  the  tight  circles 
of  the  financial  and  the  central 
banking  world,  but  as  a 
frequent  nominee  on  Hsts  of 
tha  world's  most  powerfid 
women,  the  governor  of 
Denmark’s  central  bank  is  a 
force  to  be  reckoned  with. 

In  addition  to  the  feet  that 
since  the  departure  of 
Finland's  Sirkka  Harftafeunen 
to  a post  cm  the  executive 
board  of  the  ECS,  she  Is  now 
the  European  Union’s  only 
female  central  bank  governor, 
Ms  Nyboe  Andersen  appears 
a rarity  In  public  life  in  that 
criticisms  of  herself  and  her 

pofletes  are  uncommon  and 

praise  is  profuse. 

"She's  a most  impressive 
woman.  Very,  very  dever  and 
she's  doing  a formidable  job 
for  the  country  and  the  centra] 
bank,"  says  Mr  Lykketoft,  the 
finance  minister. 

His  positive  appraisal  is 
echoed  by  others  canvassed 
for  this  profile  and  the  list  of 
adjectives  grew  to  include 
experienced,  capable, 
unpretentious  and  affable. 

The  recurring  theme  being 


that  Ms  Nyboe  Andersen  has 
acquitted  herself  with 
above-average  skill  since  she 
came  to  the  job  In  1995.  "I 
wouldn't  go  as  far  as  saying 
that  she  bears  sole 
responsibility  far  maintaining 
credibility  In  the  Danish 
currency,  but  the  determined 
way  she  manages  monetary 
policy  provides  much  of  the 
explanation  behind  its 
stability."  says  a leading 
London  economist 
The  central  bank's  core 
policy  objective  of  maintaining 
exchange  rale  stability  was 
put  to  the  test  on  two 

occasions  last  year,  in  the 
spring,  market  worries  about 
the  outcome  of  Denmark’s 
referendum  on  the  Maastricht 
Treaty  triggered  negative 
sentiment  for  the  krone. 

in  the  early  autumn,  a 
renewed  bout  of  pressure 
occurred  when  international 
investors,  worried  by  the 
spectre  of  a global  economic 
meltdown,  started  switching 
out  of  peripheral  markets  such 
as  Scandinavia  and  into 
perceived  safe  havens  such 
as  the  US.  At  both  times, 
markets  felt  the  lady's  mettle. 


Nyboe  Andersen:  a force  to  be  reckoned  with 


The  governor  dipped  and 
dipped  again  Into  Denmark's 
foreign  currency  reserves  to 
buy  up  and  prop  up  a flagging 
krone.  Whan  this  proved 
insufficient,  she  raised  interest 
rates.  The  net  result  of  her 
unswerving  determination  was 
: a stable  krone  and  market 
players'  conviction  that 
| launching  speculative  attacks 
on  the  Danish  currency  is  a 
fool's  game. 

The  job  of  centra!  bank 
governor  is  not  one  for  which 
there  is  a fixed  career  path. 
The  position  tends  to  be 
offered  to  the  person  who  is 
in  the  right  place  at  the  right 
time  with  the  right 
qualifications.  On  her  previous 


work  credentials  alone,  Ms 
Nyboe  Andersen  fits  the  bifi  to 
a tee.  Having  started  her 
working  life  as  assistant 
principal  in  the  economy 
ministry,  she  moved  into 

academia,  spending  a dozen 
years  as  professor  of 
monetary  policy  and 
economics  at  Copenhagen 
University.  A nine-year  stint  In 
the  private  sector  culminated 
with  a post  as  group 
managing  director  of  Unibank 
before  her  appointment  as  a 
member  of  the  board  of 
governors  of  the  centra!  bank 
in  1990  and  thence  the 
grovemor's  job  five  years 
later. 

Clara  MacCarthy 
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Poul  Nynip  Rasmussen,  prime  minister:  In  office  since  1993 

ECONOMIC  PROSPECTS 


Confidence  that 
state  budgets 
are  in  check 


From  previous  page: 


economist  at  the  Confedera- 
tion of  Danish  Industries. 
“We  cannot  reduce  unem- 
ployment further  without 
changing  labour  market 
rules." 

Along  with  most  Danish 
economists,  Mr  Rasmussen 
is  complimentary  about  the 
government's  short-term 
handling  of  the  economy. 
But  he  and  others  claim  that 
it  has  failed  to  really  grasp 
the  structural  reforms 
required  over  the  longer 
term. 

In  a country  of  generous 
social  benefits  and  slowing 
employment  growth,  the 
challenge  is  to  contain  pub- 
lic spending  - particularly 
given  the  ageing  population 
and  shortage  of  skilled 
labour  In  some  parts  of  the 
economy. 

Christian  Clausen,  head  of 
Unibank  markets,  says: 
"Structural  changes  that 
need  to  take  place  are  not 
being  tackled.  Tax  rates  are 
still  too  high  and  it  is  hitting 
the  competitiveness  of  Dan- 
ish industry." 

While  domestic  demand 
has  been  rampant,  that  has 
not  been  too  much  of  a prob- 
lem. But  in  a period  of  slow- 
ing demand,  it  may  be  diffi- 
cult to  secure  export  growth 
for  an  industry  labouring 
under  wage  agreements 
ahead  of  most  other  coun- 
tries and  high  tax  costs. 

To  be  fair,  the  government 
has  already  begun  to  reform 
unemployment  benefits  and 
modify  early  retirement  poli- 
cies. But  many  economists 
want  to  see  more  radical 
reform,  something  that  a 
minority  Social  Democrat 
administration  will  find  hard 
to  deliver  without  alienating . 
its  traditional  left-of-centre 
supporters. 

Mr  Lykketoft  maintains 
that  the  government  has 
demonstrated  its  reforming 
credentials  by  agreeing  to 
cut  corporation  tax  from  34 
to  32  per  cent,  with  a target 
of  matching  Sweden's  28  per 
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cent  band  aver  the  medium 
term.  It  has  also  cut  top 
rates  of  income  tax: 

But  Jorgen  Birger  Chris- 
tensen, chief  economist  set 
Den  Danske  Bank,  believes 
the  government's  room  for 
manoeuvre  has  been  greatly 
reduced  by  Denmark's  deci- 
sion to  link  the  krone  to  the 
euro  through  ERM-2. 

“Monetary  policy  has  been 
displaced  to  Frankfurt,  with 
the  euro  replacing  the 
D-mark,"  he  adds. 

“The  current  account  defi- 
cit has  risen  because  we  are 
drawing  in  imports  and 
exporters  are  still  concen- 
trating on  domestic  demand. 

“For  industry,  aboveaver- 
age wage  increases  have 
caused  an  average  loss  of 
market  share  of  2 per  cent.” 
he  says. 

And  while  interest  rates 
are  low,  they  remain  about 
48  basis  points  above  the 
ECB  repo  rate.  If  that  leads 
to  an  inflow  of  foreign  cur- 
rency. the  Nationalbank 
could  be  forced  to  cut  inter- 
est rates,  threatening  to  spur 
domestic  consumption  again. 

Mr  Lykketoft  says  he 
recognises  the  challenges 
but  is  rather  relaxed  about 
the  economic  outlook. 

In  spite  of  slowing  growth, 
he  does  not  expect  unem- 
ployment and  therefore  ben- 
efit claims  to  rise  markedly. 

Moreover,  the  finance  min- 
ister says  state  budgets  are 
in  check  and  is  optimistic 
that  exports  to  Denmark’s 
main  trading  partners  - Ger- 
many, Scandinavia  and  the 
UK  - wifi  pick  up.  He  Is  also 
unfazed  by  the  constraints 
imposed  by  ERM-2.  pointing 
out  that  Denmark  has 
endured  a fixed  exchange 
rate  policy  for  more  than  5 
years. 

“Denmark  is  in  better 
shape  for  joining  the  euro 
than  most  of  the  countries 
already  inside.”  he  says. 

“I  see  no  reason  for-  a 
recession  in  this  part  of  the 
world.  The  management  of 
economic  policy  has  been 
rather  wise." 


v- 


■j&rr.. 

§l  ^ * t * 


!f-!  T 'i  *1  rtf 


Gy  . ; ? 1 i • : 4 ; : 

Vi*1  <■*  - ; i-x  *:*•  - • 


d-.rii.N  T: 

i.  ■- 


FINANCIAL  Tnvnrg 


THURSDAY 


APRIL  IS  1999 


III 


DANISH  BANKING  AND  FINANCE  3 


- SECTOR  bv  Tim  Burt 

Big  institutions  buy  up 

their  smaller  rivals 


n^' the  ,ar9er  banks  seek  a 
increased  share  of  the  market,  leading 
a fresh  wave  of  consolidation 


Almost  a decade  after  the 
last  big  consolidation  wave 
in  Danish  banking,  the  coun- 
ty’s leading  lenders  have 
embarked  oh  a second  round 
of  mergers  and  acquisitions 

But  unlike  1990  - when  six 
banks  combined  to  create 
Den:  Danske  Bank  and  Uni- 
bank, Denmark's  two  largest 
financial  services  groups  - 
the  latest  restructuring  is 
not  a symptom  of  a crisis-bit 
sector.  Nor  does  it  represent 
a rescue  effort. 

Quite  the  reverse;  big  Dan- 
ish banks  are  exploiting 
strong  balance  sheets  to  buy 
up  smaller  rivals  - both  in 
neighbouring  countries  and 
neighbouring  industries 
such  as  insurance  and  asset 
management. 

Earlier  this  year  that 
motive  persuaded  Unidan- 
mark, Unibank's  parent,  to 
announce  a merger  with 
Tryg-Batlica,  Denmark’s 
leading  non-life  insurer. 

The  enlarged  group,  boast- 
ing a market  capitalisation 
otDKMbn  and  DKr2S0bn  of 
assets,  is  expected  to  become 
the  seventh  largest  financial 
institution  in  the  Nordic 
region. 

A similar  thirst  for 
increased  market  share  and 
a broader  portfolio  led  to  the 
merger  last  year  between 


mortgage  bank  Realkredit 
Denmark  and  BG  Bank,  the 
third  largest  commercial 
bank,  to  create  another  new 
banking  giant, 

That  deal  was  followed  by 
Den  Danske  Bank’s 
NKr5.6bn  agreed  takeover  of 
Fokus  Bank,  Norway’s 
fourth  largest  lender  - a 
move  that  frustrated  a rival 
offer  for  Fokus  from  Swe- 
den’s Handelsbanken, 

The  choice  appears  to  be 
stark.  Given  the  dominance 
of  Denmark’s  largest  banks 
in  their  traditional  markets, 
they  can  keep  growing  either 
by  diversifying  into  new 
areas  or  by  bolt-on  acquisi- 
tions in  other  countries. 

That  strategy  has  the  tri- 
ple benefit  of  sharply 
Increasing  their  customer 
base,  enabling  cross-selling 
of  products  to  new  savers 
and  borrowers  and  making 
the  enlarged  banks  less  vul- 
nerable to  takeover  them- 
selves.. 

All  that  activity  has  given 
the  financial  services  indus- 
try an  hour  glass  profile. 
Denmark,  Ufa*  Sweden,  has  a 
super-league  of  large  banks 
offering  a broad  range  of 
products.  But  there  are 
almost  no  medium-size  insti- 
tutions between  those  big 
lenders  and  the  hundred  or 


so  mhaTi  regional  banks. 

In  order  to  survive,  these 
smaller  hunks  charge  higher 
interest  rates  than  larger 
rivals,  often  relying  on  cus- 
tomer loyalty  and  mortgage 
bond  business  to  sustain 
them. 

“They  are  too  fragmented 
and  it  is  difficult  to  see  how 
they  can  survive  over  the 
long  term.”  according  to  one 
industry  analyst 

They  do  so,  in  large  part 
because  the  effort  required 
to  integrate  them  does  not 


Senior  bankers 
see  better  growth 
prospects  abroad 
than  at  home 


promise  sufficient  synergy 
benefits  or  scale  to  attract 
larger  banks. 

So  Denmark’s  big  banks 
are  looking  elsewhere  for 
acquisition,  opportunities.  In 
reality,  only  three  or  four 
lenders  have  the  financial 
muscle  to  contemplate  big 
cross-border  mergers,  nota- 
bly Den  Danske  Bank  (DDB), 
Unibank  BG  Finn  hr 

The  challenge  for  these 
banks  is  to  initiate  and  carry 
through  deals  rather  than 
become  prey  themselves. 
Lenders  such  as  MeritaNord- 
banken,  the  FmnishrSwedish 


combine,  and  Handels  ban- 
ken  would  dearly  love  to  buy 
a big  presence  in  the  Danish 
market  And  DDB  or  Uni- 
bank - together  command- 
ing more  than  SO  per  cent  of 
the  retail  market  - would 
make  attractive  brides. 

Moreover,  it  may  be  only  a 
matter  of  time  before  preda- 
tors to  the  sooth,  such  as 
ABN  Amro  of  the  Nether- 
lands or  Deutsche  Bank, 
switch  their  acquisition 
radar  towards  Scandinavia* 
where  they  have  already 
established  Investment 
hanking  operations. 

”1  don’t  think  the  deals  we 
have  seen  are  enough  to  pro- 
tect the  big  banks  from  take- 
over," says  one  Den  Danske 
banker,  declining  to  be 

named. 

Although  Danish  lenders 
have  worked  hard  to 
improve  their  cost  base  and 
promote  new  products,  they 
could  become  vulnerable  if 
there  is  a hard  landing  in 
the  economy  that  under- 
mines profitability  and  share 
prices.  Already,  several 
banks  have  warned  that  the 
slowing  domestic  economy 
could  lead  to  a fall  in  core 
earnings  and  higher  bad 
debt  provisions  this  year. 

Certainly,  it  is  doubtful 
that  banks  such  as  Jyske 
Bank  and  Den  Danske  will 
repeat  the  growth  seen  in 
1998,  when  annual  profits 
rose  by  20  and  24  per  cent 
respectively. 


Den  Danske  Bank 

Stare  prtw{Dft| 


UriDanmark 
W stare  price  fDft) 


Jyske  Bank 
Stare  price  (DKi) 


Den  Danske  Bank,  Copenhagen:  looking  for  acquisitions 


Too*  Andrew, 


Against  a background  of 
slowing  profit  growth,  inves- 
tors may  begin  to  question 
just  how  much  Danish  banks 
are  managed  with  share- 
holder value  in  mind. 

Few  of  the  country’s  lend- 
ers, for  example,  provide 
investors  or  analysts  with  a 
detailed  breakdown  of  their 


divisional  profits  or  liabili- 
ties. 

There  is  simply  no  pres- 
sure from  shareholders  to 
explain  different  trading  per- 
formances in  areas  like 
investment  hanking  or  asset 
management,”  says  one  ana- 
lyst in  Copenhagen. 

That  is  partly  explained  by 


the  absence  of  large  overseas 
shareholders  in  the  Danish 
financial  services  industry. 
But  if  one  of  the  large  banks 
faced  an  unsolicited  bid,  it 
might  have  to  change  those 
practices  quite  quickly  and 
demonstrate  Just  where  prof- 
its are  generated. 

Given  the  intense  competi- 


Kapftal  Hokflng 
Share  price  (DKfl 

500 


I L_J  0 

1997  1998  1999 


tion  in  retail  banking  and 
mortgage  lending  in  particu- 
lar. such  a breakdown  might 
demonstrate  that  profit  mar- 
gins and  return  on  assets  are 
pretty  thin  for  many  banks. 
In  turn,  that  might  prove 
something  of  a poison  pill 
for  acquisitive  international 
banks. 

As  a rationale  for  a bid.  a 
large  market  share  in  Den- 
mark might  be  less  attrac- 
tive than,  say,  buying  a Pol- 
ish bank.  A presence  in 
Denmark  would  deliver  a 
mature  customer  base.  An 
acquisition  further  east,  on 
the  other  hand,  could  pro- 
vide a more  lucrative  plat- 
form for  capturing  part  of  an 
undeveloped  market. 

Senior  Danish  bankers 
recognise  that.  too.  They  see 
better  growth  prospects 
overseas  that  at  home,  per- 
suading them  to  pursue 
deals  in  Norway  and  Swe- 
den. 

“The  trigger  for  further 
bank  restructuring  is  to 
develop  a Nordic  strategy 
rather  than  an  exclusively 
Danish  one.”  says  Christian 
Clausen,  head  of  Unibank 
markets.  “From  our  perspec- 
tive. we  have  just  seen  the 
beginning  of  Nordic  consoli- 
dation." 


CASE  STUDY 

JYSKE  BANK 


Strongly  committed  to 
staying  independent 

A decentralised  decision-making  structure 
and  customer-friendly  approach  are  key 
strengths  for  the  advisory  bank 


At  a time  when  mergers, 
acquisitions  end  other  sots  of 
alliances  are  raging  through 
the  Nordic  banking  scene  as  if  1 
there  was  no  alternative,  ( 

Denmark’s  fourth  largest 
bank,  Jyske  Bank,  is  ' ] 

confidently  independent  , 

“We  are  committed  to 
maintaining  our  independence 
and  have  rvo  immediate 
intentions  of  .growing  through 
a merger,”  says  Per 
Munkholm  Pmflsen,  assistant 


managing  director. 

The  reasons  behind  this 
unashamedly  Independent 
stand  are  several  The 
primary  one  Is  that  no  report 
of  analysis  has  yet  been 
pubfahed  which  documents  a 
clear  correlation  between  sfcte 
and  the  atAiiy  to  earn 
money  * explains  Mr 
Munkholm  Pouhran.  And  while 
never  saying  ‘never’  ® ! 
inadvisable  In  any  business. 
Inducting  banking,  Jyske  says 


it  will  riot  entertain  any  link-up 
in  which  ft  is  not  the 

c»ntjhuSg  company.  “ 

Jyste  Bank  has,  of  course, 
betei  there  before:  itself  the 
result  of  a merger  between 
tour  regional  banks  in  toe 
Jutland  area  bade  in  1967, 
Jyske  stayed  aloof  from  the 
1989  merger  vwvb  which 
streamlined  a chronically 
overbanked  Danish  banking 
sector  leafing  ultimately  to 
the  present  structure  of  three 
very  large  banks,  dozens  of 
srrad  banks  - and  Jyska 
Since  then,  Jyske  has 
carved  out  a solid  niche  for 
itself  as  Denmark’s  fourth 


Dkrf  80  per  share,  which 
values  Tryg-Baitica  at  about 

96  per  cent  of  book  value. 

The  relatively  modest  offer 

caused  Codan.  the  feted 

Danish  insurance  company 
controlled  by  Royal  & Sun 
Affiance,  to  make  a . 
counter-offer  of  Dkr200  per 
share  on  March  30.  This  was 
rejected  by  Tryg-BaWca,  in 
which  75  per  cent  of  the 
voting  capital  Is  controlled  by 
TryjHBalttaa’s  poficyholders 
through  Tryg-Baitica 
Sj3.tiLb.a*  a kind  of 


largest  bank.  Its  solvency  ratio 
of  10.4  per  cent  at  the  end  of 
last  year  was  both  above 
average  and  the  statutory 
minimum;  Moody’s  has 
upgraded  its  credit  ratings 
and  analysts  regard  its 
performance  In  boosting  1998 
core  earnings  by  66  per  cent 
to  Dkr1-06bn  as  more  than 
usually  satisfactory. 

Jyske’s  ability  to  survive 
and  thrive  in  an  environment 
dominated  by  much  bigger 
players  has  been  helped  by  a 
canny  marketing  strategy  of 
jflaying  on  its  differences  and 
presenting  itself  as  a 
refreshing  attemative. 

Promoting  itself  as  an 
advisory  bank,  it  claims  its 
deoenbaBsed  decision- 
marking  structure  and 
customer-friendly  approach 
are  key  strengths  and  not  at 
all  the  norm  in  Danish 
banking:  And  whfle  It  prides 
itself  on  its  ability  to  provide  a 
full  range  of  financial  products 
and  services  (either  in-house 
or  out-sourced),  analysts  view 
its  expanse  in  niche  areas 
such  as  private  banking  as 
ackfitional  and  valuable 


co-operative  company.  This  is 
the  successor  organisation  to 
the  poficyfxfldere  who  owned 
Ttyg-Baltica  before  It  was 
de-mutuaHsed. 

Tiyg-Battfca  Samka  is 
unlikely  to  be  deflected  from 
its  determination  to  proceed 
with  the  merger  with 
Unidanmark,  which,  as  Mr 
Hugo  Andersen  says.  Is  seen 
to  be  “in  the  long-term 
Interests  of  shareholders, 
customers  and  employees". 
Shareholders  in  both 
companies  are  being 
encouraged  by  toe  proposal 
of  an  extraordinary  dividend, 
which  witi  increase  the 
dividend  per  share  in 
Urridanmaik  from  DKr17  to  32 
and  in  Tryg-Baitica  from  DKrfi 
to  12. 

Unfdarrmark  also  plans  a 
Dkrlbn  share  buy-back 
programme  over  the  coming 
yea-  if  the  merger  goes 
through.  Unofficial 
matchmakers,  in  Copenhagen 

and  elsewhere,  were  for  long 

excited  by  the  Idea  that  either 


Anders  Dam,  Jyske  Bank’s  chief 
executive:  emphasising 
expertise  in  niche  markets 


assets.  Private  banking  has 
always  been  a niche  business. 
Jyske  has  been  exploiting  this 
facility  for  30  years,  so  that 
now  some  25  per  cent  of 
bank  income  is  generated 
from  private  banking. 

Asset  management  services 
for  private  individuals  are  a 


BG  Bank  or  Unidanmark 
would  become  the  object  of  a 
Nordic  cross-border  merger  or 
buy-out,  but  it  was  not  to  be. 

BG  Bank  merged  with 
domestic  mortgage  bank 
Realkrecfit  Danmark  last  year 
under  the  umbrella  of  Kapital 
Holding.  Unidanmark  is  Jn  toe 
process  of  a bank- assurance 
tie-up.  However,  Unidanmark 
is  among  the  large  Nordic 
financial  service  groups  which 
regard  the  Nordic  region  as 
one  market. 

It  already  has  significant 
position  in  Nordic  Investment 
banking,  portfolio 
management  and  as  a trader 
in  shares,  bonds  and 
derivatives.  The  merger  will 
place  Unidanmark  is  a 
position  to  participate  in  any 
further  consolidation  of  the 
Danish  market  and  in  the 
ongoing  structural  changes  in 
the  Nonfid  financial  services 
industry,  according  to  the 
merger  prospectus. 

Hilary  Bames 


CASE  STUDY 

UNIDANMARK 


Merger  aims  to  exploit 
economies  of  scale 

The  new  Unidanmark  group  will  control 
assets  of  Dkr524bn  and  account  for  about 
27  per  cent  of  domestic  bank  fending 


ranee  companies  offer  a 
Ice  which  society  cannot 
Mtihout,  argued  Hugo 
ersen.  chief  executive  of 
f-BaHica,  the  insurance 
ip,  in  an  interview  with  the 
ast  year.  Not  so  the 
te,  he  said,  whose 
ices  can  be  duplicated  by 
r organisations,  such  as 
jrmarkets,  to  name  but 
.competitor, 
jt  Mr  Andersen  and 
^B^tica’e  supervisory 
-d  have  nevertheless 
sen  to  throw  rn  the 
parry's  lot  with 
fanmark.  toe  country's 
Kid-largest  banking  group. 

sates  channel  provided  by 

nationwide  branch 
rork  of  Unibank  {the 
atonal  subsidiary  of  1 
lanmark,  a hofefing 
pany)  was  an  offer  when 


im  down  when  toe  two 
aaj  service  companies 
ssed  their  future- 

js.  on  March  10,  the  two 

jnced  a OkrfObn  merger 
and  it  is  a near-certainty 

he  merger  w iH  be 
(feted,  although  the 
slmeetingsof 
holders  ted  not  taken 


Ibank's  brant*  offices 
te  access  to  a wider 

lutfon  network,  thus 
ig  significant 
tunittes  lor  setting 
fe  instance,  as  wall  as 
d pension  products," 


said  Mr  Andersen.  - 
Thortetf  Krarup, 
Urtidanmark’s  chief  executive, 
said:  “With  our 
complementary  strengths.  the 
merger  provides  a uraqua 

opportunity  to  create  a strong 
combination  based  on  a 
concept  of  decentralised 
customer  service,  whfle 
maintaining  the  abffity  to 
exploit  economies  of  scale." 

The  new  Unfctanmark  group 
wilt  control  assets  of 
Dkr524bn  (as  of  the  end  of 
1998).  it  wifi  account  for  about 
27  per  cent  of  domestic  bank 
lending,  21  par  cent  of  me 
general  Insurance  market,  nine 
per  cent  of  the  Ilfs  and 
pension  market,  and  15  per 

cent  of  new  mortgage  lending. 

The  two  companies  claim  In 

tte  merger  prospectus  that 

on  toe  bottom  line  of  Dkrfsa 
a year  wjtWft  three  to  feu- 
years,  of  which  Dkr300m  wffl 
arise  from  cosMavfogs  - and 
Ofdrl  50m  from  increased 

business,  easily  justifying  toe 
merger  costs,  which  are  put  at 

Dfcr375m. 

The  merger  will  be 
imptementod  by  an exchange 
of  paper  which  wffl  leave 
UhnSdanmark’s  -shareholders 
with  74  per  cent  of  ihe  capital 
and  Ttyg-BaHfca’s  with  26  per 
cent  The  tarns  are  far  from 
- >3 


is 


shareholders. 

The  merger  offer  to 


Unibank’s  offices  in.  Copenhagen:  tin  sales’ channel  for  the  now  Unidanmark  group  wffl  be  provided  by 
Un&janfc’s  natkmwkfa  branch  network  Tony  Andnews 


rapidly  expanding  area 
worldwide  and  attracting 
some  of  the  estimated  $20 
trillion  which  high-net- 
wortfHndividuaJs  (HNWIs) 
have  at  their  combined 
disposal  globally  Is  an 
attractive  target  for  any 
financial  Institution. 

Jyske  serves  its  slice  of  the 
global  clientele  from  bases  in 
Gibraltar,  Zurich,  Hamburg, 
London  and  Fuengirala  and 
Denmark.  But  in  this  sector, 
too,  Jyske  has  Its  own  way  of 
doing  things.  White  traditional 
private  bankers  would  not 
accept  a client  with  less  than 
$1m  in  assets,  Jyske  defines 
a private  banking  client  as 
someone  with  DKr500,000 
and  above  to  invest 

"Our  way  of  doing  business 
is  friendlier  than  how  it  is 
done  in  toe'UK,"  claims  Jens 
Skov,  head  of  international 
marketing  at  Jyske. 

In  practice,  this  means  that 
clients  are  serviced  on  an 
individual  basis  by  their  own 
personal  account  manager,  as 
opposed  to  the  small  army  of 
anonymous  client  managers, 
which  is  often  the  case  at  toe 
megabanks  - proof,  It  would 
seem,  that  size  isn't 
everything. 


Clare  MacCarthy 


A ' 


Jyske  Bank  n Copenhagen:  thriving  amid  an  environment 
dominated  by  much  larger  institutions  Tony  ak*mb 


All  you  need  for  a 
year’s  business  travel. 

The  more  you  travel  on  business  between  ihe  UK  and  Scandinavia  the  greater  you  benefit 
With  the  SAS  ticketless  Travel  Pass.  When  you  buy  one  of  our  unique  Travel  Pass  packages 
you  can  save  as  much  as  £1060.  Packages  are  available  lor  10. 20,  30  single  flights  or  an 
unlimited  number  of  flights  m Business  Class. 

The  SAS  Travel  Pass  gives  you  complete  24-hour  control.  You  can  book,  re- schedule  or 
cancel  via  the  Internet,  PC  Online,  our  interactive  phone  line,  or  through  your  travel  agent 
For  further  Information  about  the  SAS  Travel  Pass,  contact  your  travel  agent  or 
SAS  on  0181  990  7100. 

E-mail:  ttfnfouksasjse 
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SHIPPING  finance  by  Clare  MacCarthy^  ____  

Industry  has  remained 
determindly  prudent 

New  rules  allow  Danish  Ship  Finance 
(DSF)  to  move  into  syndication,  thus 
spreading  risks  on  selected  loans 

“High  risk,  low  return.”  is 
the  most  frequently  quoted 
phrase  used  to  describe  the 
ratefied  business  of  shipping 
finance  - the  myriad  failures 
which  the  industry  has  suf- 
fered in  the  last  three  years 
appears  to  prove  the  maxim. 

Adverse  events  such  as 
the  economic  crisis  in  Asia 
and  the  former  Soviet  Union, 
freak  weather  conditions 
and  plunging  freight  rates 
have  hit  global  shipping 
hard,  triggering  loan 
defaults  by  shipowners 
which,  in  turn,  shipwrecked 
a fleet  of  shipping  finance 
banks. 

The  total  number  of  banks 
worldwide  operating  in  the 
area  dropped  to  below  ISO 
last  year  from  almost  200  in 
1997.  And  although  the 
declining  number  of  finance 
providers  Is  no  precise  naea- 


A ferry  mar  the  11-mfle  Geest  Bsit  Bridge,  finking  the  Words  of  Zeotnod  and  Amen 


with  a view  to  expanding  its  the  scope  of  its  operational  allowed  DSF  to  move  into  dicated.  a development 
role  in  the  international  ship  framework,  facilitating  a tri-  syndication,  thereby  spread-  which  analysts  regard  as  yet 
flrwmru  market  pling  of  loan  offers  in  terms  ing  the  risk  on  selected  loans  another  safety-net  for  what 

Recent  Danish  legislative  of  value,  quantity  and  the  among  several  players,  is  already  one  of  tbe  world’s 
number  of  vessels  involved.  According  to  the  new  Danish  most  reliable  operators  in 
The  altered  regulatory  rules,  at  least  10  per  cent  of  the  business  of  financing 
has  also  all  new  loans  must  be  syn-  shipping. 


sure  of  lending  capacity, 
analysts  agree  the  trend  is 
dear  - liquidity  in  the  ship 
financing  market  is  tighten- 
ing and  will  continue  to 
shrink  during  1999. 

Tbe  economic  crisis  in  the 
Far  East  and  Russia  caused 
problems  both  for  the  ship 
owners  with  regional  expo- 
sure and  their  lenders. 
Including  junk  bond  inves- 
tors. 

.European  shipping  finan- 
ciers. by  contrast,  generally 
charted  a safer  and  more 
conservative  lending 
approach,  and  tile  deep  tradi- 
tions for  this  type  of  busi- 
ness. particularly  in  north- 
ern Europe,  helped  shield 
these  financiers  from  the 
wont  of  the  storms. 

Danish  Ship  Finance 
(DSF).  an  independent  finan- 
cial institution  providing 


long-term  credit  for  ship 
finance,  is  a case  in  point. 
“We’re  a very  conservative 
financial  institution  with  a 
high  solvency  ratio,"  says  Bo 
Jagd.  DSF  managing  direc- 
tor. While  Danish  banks 
have  a minimum  capital  ade- 
quacy requirement  of  8 per 
cent  for  any  type  of  lending, 
including  ship  finance, 
DSPs  is  set  at  10  per  cent 
but.  in  feet,  tt  has  consis- 
tently exceeded  the  mini- 
mum and  the  solvency  ratio 
was  up  as  high  as  203  per 
cent  at  the  end  of  last  year. 

The  company,  Mr  Jagd 
adds,  also  has  a very  conser- 
vative policy  on  loan-loss 
provisions,  fails  In  tonnage 
values  during  1996  necessi- 
tated a 112  percent  increase 
in  provisions  for  bad  and 
doubtful  debts  to  Dkr424.4m 
from  Dkri99.9m  In  1997.  a 
development  which  reflected 
the  general  troubles  of  the 
shipping  Industry,  but  also 
evidenced  DSF's  deter- 
minedly prudent  approach. 


Assessing  the  provisions 
requirement  is  a continuous 
process  and  all  vessels  in 
which  DSF  has  a mortgage 
are  valued  by  specialised 
independent  brokers  at  least 
twice  a year. 

With  a total  loan  portfolio 
of  around  DKittfon.  DSF  is 
one  of  tbe  biggest  operations 
in  Europe  devoted  purely  to 
shipping  finance.  It  domi- 
nates shipping  finance  in 
Denmark  with  a domestic 
market  share  for  financing 
newbuildings  in  excess  of  90 
percent. 

“Our  ndson  d’etre  Is  the 
maritime  industry  in  Den- 
mark.'' says  Mr  Jagd.  That 
said,  the  company  is  becom- 
ing an  increasingly  active 
player  In  the  International 
arena  in  order  to  spread  the 
risk  in  its  portfolio.  “In  the- 
ory. there’s  no  geographical 
limitation  to  what  we  do.” 
the  managing  director  says. 

Last  year,  DSF  acquired  a 
5 per  cent  stake  in  tbe  Swiss- 
based  Viking  Ship  Finance 


amendments  and  a subse- 
quent adjustment  of  DSF’s 
own  by-laws  have  extended 
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KEY  FACTS 


Nearly  two  mUon  paopfo  five  In  and  around  the  city  of  Copenhagen 


Danish  mortgage  bonds 

A rock  solid  investment 
built  on  a long  tradition 
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for  forth*  tafonnado*  P contact: 
fee  Avedatiro  oi  Danbb  Mortgage  Banks 
Ryfcregate  12.  DK-1203  Copenhagen  K.  Denmark. 
TaL  +4533 1248 11  ■ Fax  +*5  33  3290 17. 


Information  for  business  visitors 


□ Language:  Danish,  a dose 
relative  of  Norwegian  and 
Sweetish.  Danes  are  highly 
proficient  in  foreign 
languages.  English  is  very 
widely  spoken  and  many 
peopto  can  gat  by  in  German 
and  French,  as  well  as  the 
other  ScarxBnavtan  languages. 

□ Form  of  government  a 
single  chamber  parliament 
(the  Fofcedng)  wfth  179  seats. 
The  present  government  is  a 
two-party  minority  coafitkxi 
betweenthe  Social  Democrats 
and  the  Social  Liberals.  Prime 
Minister  Pout  Nyrup 
Rasmussen  has  been  in  office 
since  1993. 

Denmark  is  a constitutional 
monarchy.  Queen  Margrethe  II 
has  reigned  since  1972. 

□ Population:  5J3m  in 
Denmark.  Copenhagen  and  its 
environs:  1.9m.  Faroe  Islands: 
44,000.  Greenland:  56,000. 

□ Geography:  The  southern- 
most of  the  Nordic  countries, 
Danmark  Res  between  54  and 
58  of  latitude  north  and  8 and 
15  of  tongrtude  asst.  Land 
ares:  43,000  sq  km. 

tn  addtion  to  Denmark  itself, 
the  kingdom  also  indudes  the 
Faroe  islands  In  the  North 
Atlantic  (1,400  sq  km)  and 
Greenland,  the  world's  largest 
island  (2,186,000  sq  km). 

□ Currency:  Danish  krone, 
(Dkr).  One  krone  equals  100 
ore. 

Key  business  and 

investment 

addresses 

Denmark  has  embassies  or 
consulates  in  more  than  90 
countries  and  the  commercial 
departments  are  rich  sources 
of  information  snd  advice  for 
foreign  investors  and 
businessmen. 

□ The  promotion  of  inward 
investment  in  Denmark  is 
co-ordinated  by  the  Invest  in 
Denmark  Office,  under  the 
Ministry  of  Business  and 
Industry:  Stotshotmsgade 
10-12,  DK-1216  Copenhagen 
K;  tel:  (+45)  33  92  33  50;  web 
site:  www.tnvestdk.com 

□ Another  agency, 

Copenhagen  Capacity, 
provides  investment  services 
specific  to  the  Copenhagen 
region:  Copenhagen  Capacity, 
Kongens  Nytorv  6,  DK-1050, 
Copenhagen  K,  tel:  (+45)  3333 
0333:  web  site: 
www.copcap.dk 

□ Danish  Bankers' 

Association:  Ftnansraadets 
Hus.  AmaHegade  7.  OK-1256, 
Copenhagen  K;  teC  (+45) 
33120200;  web  site 
wwwJnansraadetcflt 

□ Copenhagen  Stock 
Exchange:  NBcotaj  Plads 

6 JDK- 1007  Copenhagen  K;  tab 
(+45)  3393  3386;  web  site 
www.xcse.dk 

□ Ministry  of  itw  Economy: 

Vad  Stranden  8.  DK-1061 
Copenhagen  K.  tot  (+45)  3392 
3322,  web  site  www.oem.ck 

□ Commerce  and  Companies 
Agency:  Kampmannsgada  1, 
DK-178Q,  Copenhagen  V;  tab 
(+45)  33  30  77  00;  web  site 
www.eags.dk 

□ Competition  Count* 


Poptewi 


i Radhusplfldsen,  Copenhagen's  Town  HeO  Square 


Tourists  at  a cashpoint  in  Copenhagen 


MORTGAGE  BONDS  by  Clare  MacCarthy 


Tony  AmMn 


As  safe  as  houses 


Danish  mortgage  bonds  are  a secure  bet 
in  that  default  is  virtually  unthinkable 


Nonegsde  40,  DK-1185 
Copenhagen  K;  tel:  (+45)  33 
93  90  00;  web  sfte  wwwJo.dk 

□ Patent  Office:  Helgwhcj 
ASe  81 , DK-2630  Taashup; 
tat.  (+45)  43  50  8000;  web  site 
www.dkpto.dk 

□ Danish  Agency  tor 
Development  of  Trade  and 
Industry:  Tagensvej  137, 
DK-2200  Copenhagen  N;  tel: 
(+45)35  86  88' 86;  website 
www,e&dk 

Danish  Chamber  of 
Commerce:  Boreen,  OK-1217 
Copenhagen;  tei:  (+45)  33 
9505  00. 


The  fact  that  Danish  home 
purchases  are  almost 
entirely  financed  via  mort- 
gage bonds  makes  the  coun- 
try into  rme  of  the  world's 
top  ten  bond  issuers. 

Denmark's  mortgage- 
backed  bonds  are  Issued  by 
mortgage  credit  institutions 
which  pod  mortgages  carry- 
ing the  same  coupon  into  a 
single  bond  series  and  {dace 
them  on  the  open  market. 

But  while  Danes  are  famil- 
iar and  comfortable  with  the 
system,  educating  foreign 
investors  about  the  product 
and  persuading  them  of  Its 
merits  is  rather  an  uphill 
struggle. 

“hi  contrast  to  govern- 
ment securities,  of  which 
non-residents  have  held 
around  3D  per  cent  to  40  per 
cent  in  recent  years,  non-res- 
ident Investors  do  not  play  a 
dominant  idle  in  tbe  mort- 
gage-credit market,”  says  the 
Danish  central  bank  In  a 
recent  monetary  review. 


Investors'  qualms  about 
the  fact  that  most  Danish 
mortgage  bonds  are  callable 
means  foreigners  tend  to 
stick  with  what  they  know  - 

government  bonds. 

"Being  able  to  distinguish 
between  government  bonds 
and  mortgage  bonds  is  easy 
for  Danes,  but  not  for  for- 
eigners,” says  Hans  Chris- 
tian Jversen  of  DeJoitte  Con- 
sulting Financial  Services  in 
London. 

The  market  value  of  all 
bonds  on  the  Danish  market 
at  the  end  of  1998  was 
DKi2,009bn  of  which  around 
60  per  cent  were  mortgage 
bonds. 

But  in  spite  of  the  fact 
that  the  Danish  mortgage 
bond  market  is  very  large 
and  liquid,  and  can  offer  a 
most  attractive  yield  pick-up 
over  sovereign  debt  in 
Europe,  only  an  estimated  12 
per  cent  to  15  per  cent  of  the 
total  in  circulation  at  the 
end  of  March  was  owned  by 


foreign  investors.But  seen  in 
the  perspective  that  this  is 
more  than  twice  the  level  of 
foreign  ownership  one  year 
ago,  this  is  a respectable 
advance. 

Furthermore,  analysts  say 
the  move  by  several  mort- 
gage credit  institutions  to 
seek  and  obtain  good  credit 
ratings  from  international 
agencies,  should  spark  more 
buying  by  overseas  inves- 
tor. 

Notwithstanding  the  call 
option  (which  entitles  tbe 
borrower  to  buy  back  his 
remaining  debt  at  par,  usu- 
ally as  a result  of  a fell  in 
interest  rates),  Danish  mort- 
gage bonds  are  a secure  bet 
in  that  default  is  virtually 
unthinkable. 

“They’re  as  safe  as  houses. 
Danish  mortgage  institu- 
tions are  too  big  to  fail  and 
even  if  they  did,  the  govern- 
ment would  have  to  step  in 
so  everyone  assumes  the 
bonds  have  tacit  government 
backing,”  says  Frank  Veil- 
ing, head  of  fixed  income  at 
Carnegie  Bank  in  Copen- 
hagen. 
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Time  Warner  posts  $l38m  net  profit 

Tims  Warner  rebounded  from  a $62m  loss  in 

$138m  this  time,  beating  analysts’  forecasts 
Eam^^8har6-  after  preferred  dividends, 
ware  10  cents  compared  with  a deficit  of  12 
centajr  what  management  described  as  an 
"exceptionally  strong-  quarter.  Page  20 

Airline  struggles  to  remain  airDome 

R Philippine  Airlines, 

Asia’s  oldest  commer- 
cial airline,  bounced 
back  from  a brief  offi- 
cial closure  last  Sep- 
tember but  still  laces 
challenges  to  stay  in 
the  skies,  in  the  next 
48  days  the  receivers 
must  find  SZQOm  for  a 
cash  infusion,  hold  off 
creditors  and  resolve  a 
, , . conflict  between  man- 

agement and  Ludo  Tan  (pictured),  the  Filipino- 
Chinese  controlling  shareholder.  Page  18 

Japanese  retailer  braced  tor  pain 

Ito-Yokado,  the  leading  Japanese  retailer,  has 
seen  Its  net  profits  fall  for  two  consecutive 
years  and  is  bracing  Itself  for  more  pain.  But  the 
company,  the  seventh  largest  retailer  in  the 
world  In  forms  of  market,  rs  the  best-positioned 
group  to  weather  Japan's  recession.  Page  19 

India  to  restrict  imports  of  sugar 

India,  the  world’s  largest  producer  and  con- 
sumer of  sugar,  Intends  to  restrict  further 
imports  of  sugar  this  season  because  traders 
have  already  signed  contracts  to  Import  more 
than  22m  tonnes.  Commodities,  Page  26 

Chinese  bank  plans  $500m  bond 

China  Development  Bank,  the  main  channel  of 
government  funding  for  the  giant  Three  Gorges 
dam,  plans  to  launch  a $50Qm  global  bond  next 
month.  It  will  be  the  first  Chinese  financial  Insti- 
tution to  Issue  a global  bond  since  the  outbreak 
of  the  Asian  crisis  In  mld-1997.  Page  24 

Television  sets  enter  internet  age 

Customers  for  PowerChannel's  Innovative  free 
Internet  service  do  not  need  a PC,  only  a televi-  ! 
sfon  set  for  fhefr  “freePCTV"  set-top  box.  It  Is  a 
milestone  in  the  PC's  development:  toe  value  of 
the  software  and  hardware  is  now  much  less  . 
than  that  of  the  services  they  deliver.  Page  20 

Hungary  stock  market  lacks  bite 

Budapest  equities  this 
year  have  bean  in  the 
doldrums:  the  bench- 
mark Bux  Index  is  17.5 
.pw  cent  lighter  In  dollar 
terms,  earning  It  the.  ’> 
title  of  poorest  per- 
forming European  mar- 
ket But  the  govern- 
ment of  Viktor  Ortoan  ' 
.(left)  lrafais  no  emer- 
gency measures  are 
needed.  The  Index 
dosed  yesterday  at  5, 64222,  up  on  the  day  but 
still  almost  40  per  cent  short  of  last  April’s  all- 
time  high.  Emerging  Market  Focus,  Page  36  . 


Mannesmann  in  new  media  push 


Raft*  Atkins  in  Dfissrtforf 

Mannesmann.  the  German 
industrial  group,  which  Is  one 
of  Europe's  strongest 
operators,  yesterday 
announced  a push  into  new 
media  services  and  internet 
commerce  as  it  all  but  aban- 
dons the  steel  tubes  business 
on  which  it  was  originally 
founded. 

The  DQssel  d orf-based  group, 
which  supports  Olivetti  in  its 
bid  for  Telecom  Italia,  the  Ital- 
ian telecoms  giant,  said  it  was 
looking  seriously  at  a possible 
bid  for  0ne-2-0ne.  the  UK’s 
fourth  biggest  mobile  phone 
operator. 

However,  Mannesmann's 
shares  dropped  almost  6 per 
cent  yesterday  to  €126.12 


BG-led 

group 

takes 

over 

Comgas 

By  John  Barham  bn  SSo  pauk)  and 
Robert  Confine  In  London 


German  group  moves  further  away  from  industrial  origins 


ahead  of  a possible  capital 
Increase  and  on  an  initial 
statement  on  the  first  quarter 
.of  1999.  It  reported  profit  os 
ordinary  activities  on  par  with 
the  same  period  a year  before. 

Presenting  details  of  1998's 
results,  Joachim  Funk,  the 
outgoing  chairman,  said  Man- 
nesmann wanted  to  take 
advantage  of  any  chance 
offered  in  telecoms  that  fitted 
the  group's  strategy. 

Mannesmann  Is  considering 
a possible  capital  increase,  per- 
haps worth  €2.Gbn  following 
expansion  in  Italy  and  a €2bn 
bond  issue  in  May. 

Mannesmann  recently 
acquired  the  o.teLo  fixed  line 


telecoms  business  of  the  Veba 
and  RWE  industrial  conglom- 
erates, which  Is  likely  to  cost 
more  than  DM3bn  (€i.54bn. 
$1.65bn)  Including  restructur- 
ing costs,  ft  Is  also  set  to  take 
over  Olivetti’s  stakes  in  Omni- 
tel  arid  Infostrada.  the  Italian 
mobile  and  fixed  line  busi- 
nesses - assuming  Olivetti 
wins  its  hid  for  Telecom  Italia. 

Other  financing  require- 
ments include  paying  AT&T  to 
exit  its  Arcor  fixed-line  opera- 
tor. AT&T  is  linked  with  Brit- 
ish Telecommunications, 
which  runs  a rival  telecoms 
operation  in  Germany. 

Mannesmann's  push  into 
new  media  businesses  would 


By  Mark  Muffigan  In  Santiago 
and  Tom  Bum  in  Madrid 


The  Brazilian  state  of  Sao 
Paulo  yesterday  sold  its  con- 
trolling stake  in  Comgds,  the 
state  gas  company,  to  a consor- 
tium formed  by  BG,  the  UK 
gas  pipeline  operator,  and 
Boyal  Dotch/SheD  for  H$L85hn 
(SIbn),  a premium  of  118  per 
cent  over  the  minimum  price. 

Officials  said  the  successful 
sale  indicated  a recovery  in 
Investor  confidence  in  Brazil 
after  it  was  forced  to  devalue 
its  currency,  the  Heal,  by  39 
per  cent  in  January. 

Julio  Laps,  Camgds's  presi- 
dent, said:  *1  think  it  shows 
confidence  in  the  country.  It  is  1 
the  first  (privatisation]  auction  < 
since  the  devaluation  in  Jana-  j 
ary.  which  frightened  many 
people.  As  we  see  now,  the  cli- 
mate is  not  catastrophic.'' 

BO  and  Shell  heat  three 
other  international  consortia, 
inidnding  one  led  by  Boron  of 
the  US,  which  offered  a pre- 
mium of  7D  per  cent 

BG  has  a 95  per  cent  stake  in 
the  winning  group.  Shell's 
existing  15.6  per  cant  stake  in 
Comg&s  will  be  incorporated 
into  the  consortium. 

Stephen  Brandon,  a senior 
BG  executive,  said  the  high 
premium  was  justified 
“because  we  can  sees  kri: more 
value  In  Comg&s  than  the  ! 
other  bidders’'.  I 

The  privatisation  of  Comg&s,  j 
which  serves  Brazil's  Indus-  1 
trial  heartland,  comes  two  i 
months  before  the  first  dehv- , 
eries  of  gas  into  the  S&o  Paulo  I 
region  from  the  new  3200km  j 
Bollvia-to-Brazll  pipeline. 

The  surge  in  gas  supplies  is  I 
expected  to  release  pent-up  1 
demand  for  gas,  mainly  for 
industrial  use  and  power  gen- 
eration. The  Brazilian  govern- 
ment has  set  a target  for  a i 
fivefold  increase  in  gas  usage  j 
over  the  nest  W years.  , 

New  gas-fired  co-generation 
power  plants  being  built  in  the  I 
state  will  be  the  principal  new  , 
customers  -for  Comg&s. 
Although  demand  for  power  is  | 
rising  steadily,  Brazil  has 
exhausted  nearly  all  of  its  1 
hydroelectric  generating ! 
capacity.  | 

BG  and  Shell  also  intend  to  1 
promote  the  use  of  natural  gas-  1 
powered  vehicles  as  ah  anti- 
pofiutton  measure  in  the  state.  | 

Mr  Brandon  said  future 
investment  in  Comgds’s  net-  j 
work  would  come  from  cash 
flow  rather  than  from  fresh  | 
foreign  investment  ! 

Be  said  concents  about  an  | 
uncertain  regulatory  environ- 
ment in  the  state  had  been  ! 
clarified  in  meetings  with  Bra- 
■nHan  officials.  The  outlook  for 
the  first  five  year  regulatory 
period  was  stable,  he  said.  The 
consortium  has  received  assur- 
ances that  during  the  second 
five-year  period  it  ‘Win  be  able 
to  pass  on  to  consumers  any 
gas  price  increases,  as  well  as 
local  inflation. 

Bankers  at  JJ5.  Morgan  and 
Dresdner  Kleinwort  Benson, 
the  merchant  banks  that 
Advised  BO  and  Shell,  expect 
the  new  management  at  Com* 
gSs  to  return  the  company  to 
profit  by  increasing  sales  vol- 
umes and  reducing  operating 
costs.  They  say  Comg&s,  which 
lost  the  equivalent  of  $l2m 
last  year,  should  post  profits  of 
SlOm  in  1999.  rising  to 
J28m  in  2000. 

The  deal  is  a significant 
addition  to  BG's  asset  portfolio 
in  the  Southern  Cone,  It  has  a 
controlling  interest  in.  Metro- 
Gas  in  Buenos  Aires,  stakes  in 
two  regional  gas  pipelines  and 
exploration  acreage. 


Duke  Energy  of  the  US  was 
last  night  considering  its  next 
move  in  the  battle  for  control 
of  Endesa  Chile,  Latin  Amer- 
ica's second  largest  electricity 
generator,  after  a counter-bid 
by  Grupo  Endesa  of  Spain. 

The  Spanish  company  late 
on  Tuesday  announced  a 
£l.5bn  offer  for  29.7  per  cent  of 
the  Chilean  group  through 
Enersts,  the  electricity  distrib- 
utor it  controls.  En ersis 
already  holds  25.3  per  cent  of 
the  generator.  Rodolfo  Martin 
Villa,  phainwan  of  Grupo  End- 
esa. is  set  to  become  chairman 
of  Enersis. 

The  Spanish  offer,  which 
was  higher  than  expected,  tops 
Duke’s  S2.lbn  hid  for  51  per 
cent  by  22  per  cent 

Duke  Energy  International 
yesterday  said  it  was  consider- 
ing a range  of  options,  but 
Bruce  Williamson,  chief  execu- 
tive. has  indicated  the  com- 
pany would  raise  its  offer  in 
the  event  of  a contest 

This  latest  battle  in  Chile’s 
electricity  sector  follows  the 
S830m  acquisition  on  Tuesday 
of  most  of  the  energy  assets  of 
Chil quinta,  the  utilities  hold- 
ing company,  by  a US  consor- 
tium of  Sempra  Energy  of  San 
Diego  and  New  Jersey-based 
Public  Service  Enterprise 
Group  (PSEG).  • 

The  Santiago  stock  market 
has  been  alive;  with  specula- 
tion about  foreign  bids  for 
Gener,  the  country's  second 


Coke  agrees  deal 
with  Cadbury  on 
Australian  brands 


By  John  Woman  in  London 
and  Gwen  Robinson  hi  Sydney 

Cadbury  Schweppes  and 
Coca-Cola  yesterday  released 
details  of  an  exchange  of  soft 
drinks  brands  in  Australia  fol- 
lowing the  competition  regula- 
tor's veto  of  the  sale  of  the  UK 
group's  beverage  business  in 
the  country  to  Coke. 

The  exchange  will  allow  the 
US  group  to  acquire  Dr  Pepper, 
Schweppes  and  Canada  Dry, 
Cadbury’s  three  top  interna- 
tional drinks,  in  Australia  in 
return  for  a package  of  Coke’s 
local  brands.  Cadbury  will 
remain  in  the  soft  drinks  busi- 
ness in  the  Australian  market 
as  a competitor  to  Coke. 

However,  the  UK  group 
expects  to  sell  this  Australian 
badness  “in  time”,  as  it  quits 
the  sort  drinks  business  out- 
side the  US.  Possible  buyers 
include  PepsiCo,  which  is 
number  three  in  Australia,  and 
venture  capHallstfi  hacking  the 
management,  with  the  possi- 
bility of  an  initial  public  offer- 
ing. 

The  new  arrangement  is 
expected  to  be  approved  by  the 
Australian  Competition  and 
Consumer  Commission.  “It  is 
tailor-made  to  take  into 
account  the  regulator’s 
concerns,"  said  the  two  com- 
panies.. 

The  announcement  re- 
inforced their  determination  to 
complete  a deal,  agreed  in 
December.  'for  the  US  group  to 
pay  sa^sbn  to  acquire  Cad- 
bury’s soft  drinks  interests 
outside  the  US. 

Regulators  were,  expected  to 
oppose  the  acquisition  in  coun- 
tries such  as  Australia  where 
Coke  is  already  dominant  in 


soft  drinks.  But  the  companies 
are  prepared  to  adjust  the 
agreement  to  overcome  objec- 
tions and  still  expect  to  com- 
plete the  deal  before  the  end  of 
the  year.  . 

“There  mil  be  other  plan  Bs 
around  the  place  like  this," 
said  David  Lang,  food  and 
drink  analysts  at  Investec  Hen- 
derson Crosthwalte  in  London. 
“The  deal  wont  Dali  down  Just 
because  it  can't  get  the 
go-ahead  in  a few  countries." 

The  deal  involves  merging 
the  drinks  Interests  of  the  two 
companies  in  more  than  120  ; 
companies,  though  regulatory 
approval  is  needed  in  fewer 
than  20.  It  has  already  been 
approved  in  Ireland,  Finland. 
Norway,  Poland  and  Slovakia.  , 

A veto  is  not  expected  in  the 
UK,  despite  the  protests  of 
some  competitors,  since  the  1 
two  companies  already  distrib- 
ute their  drinks  through  a sin-  l 
gle  organisation,  Coca-Cola 
Schweppes  Beverages.  But 
there  are  unconfirmed  reports 
that  ft  Is  likely  to  be  blocked 
In  Germany  ami  Mexico. 

The  Australian  compromise, 
which  Cadbury  says  will  have 
no  material  impact  on  the 
price,  will  leave  the  UK  group 
In  the  soft  drinks  business  in 
that  country-  Its  Schweppes 
Cottee  subsidiary  will  retain 
several  minor  brands  such  as 
gun  feist  and  Oasis  and  add 
Coke's  local  brands  which 
include  Kirks,  Halls  and 
Shelleys. 

This  company  will  still  be 
the  second  largest  to  the  coun- 
try’s soft  drinks  market,  meet- 
ing the  regulator's  objection  to 
the  original  deal  that  it  would 
leave  insufficient  competition 
for  Coca-Cola. 


exploit  the  success  of  Its  D2 
mobile  network, ' Germany’s 
largest,  and  Arcor’s  strong 
position  in  the  newly  liberal- 
ised fixed  line  market. 

Klaus  Esser,  vice-chairman, 
said  the  convergence  of  com- 
munication businesses  “is  so 
important  and  such  a high  pri- 
ority that  anything  else  would 
not  make  sense". 

New  'businesses  could 
include  E-commerce,  entertain- 
ment or  news  services. 
Although  Mr  Esser  suggested 
Mannesmann  could  take  steps 
under  its  own  steam,  partner- 
ships with  other  groups 
seemed  more  likely.  Mannes- 
mann already  has  a link  with 


Yahoo!,  the  US  internet  group. 

Mr  Esser,  who  succeeds  Mr 
Funk  as  chairman  on  May  28. 
played  down  suggestions  Man- 
nesmann would  become  a 
“pure  telecoms”  group. 

Its  engineering  and  automo- 
tive parts  divisions  had 
Increased  their  return  on 
assets  last  year  to  1L3  per  cent 
and  11.7  per  cent  respectively 
- bringing  them  closer  to 
Mannesmann’s  is  per  cent  tar- 
get set  for  200a 

However,  the  tubes  division, 
around  which  Mannesmann 
was  founded  in  1890.  is 
unlikely  to  achieve  that  goal 
and  is  likely  to  see  a substan- 
tial scaling  back.  Mannesmann 
has  seen  substantial  divest- 
ments under  a restructuring 
programme  begun  in  mid-1995. 


Spanish  offer  tops 
Duke  Energy  bid 
for  Endesa  Chile 


largest  generator,  and  for 
other  electricity  companies. 

Activity  to  the  sector,  which 
accounts  for  more  than  half 
the  main  IPSA  index,  has 
helped  drive  the  market  up 
nearly  25  per  cent  since  the 
beginning  of  the  year. 

Thomas  R.  Smith,  president 
of  PSEG  Americas,  said  Chile's 
mature  regulatory  framework 
and  investment  grade  ratings 
had  mads  it  the  battle  ground 
for  international  groups 
looking  for  a bridgehead  Into 
the  region. 

“Chile  was  privatised  first" 
he  said.  “What  we're  seeing 
now  is  the  second  wave  in 
Chile  and  to  Argentina  and  the 
first  wave  is  not  yet  completed 
in  Brazil" 

Grupo  Endesa  and  Duke 
Energy  cited  Brazil’s  energy 
Sell-off  this  year  as  a reason 
for  their  determined  push  into 
Latin  America  through  Chile. 

Sandra  Boenfce.  Latin  Amer- 
ica utilities  analyst  at  Salomon 
Smith  Barney  in  New  York, 
said  the  Spanish  group's  deter- 
mination to  control  Enersis 
and  Endesa  Chile  reflected  the 
influence  of  the  Chilean 
groups  in  the  region. 

"Whoever  ends  up  buying 
Endesa  Chile  - and  if  it  is 
Grupo  Endesa,  It  already  has 
Enersis  - owns  prime  electric- 
ity assets  in  just  about  every 
market  in  Latin  America." 

However,  analysts  yesterday 
warned  that  the  Spanish 
group's  aggressive  305  peso  a 
share  bid  for  its  Chilean  name- 
sake, representing  a 27  per 


Joining  the  fray:  Grupo  Endesa  chairman  Rodolfo  Martin  Vila 


cent  premium,  over  Tuesday's 
dosing  price,  would  saddle  it 
with  additional  debt  that 
would  make  farther  expansion 
to  the  region  difficult 
The  company  has  already 
Invested  more  , than  $2.7tm  to 
its1 18-month  battle  for  control 


of  Enersis,  Latin  America's 
largest  electridty  distributor. 

“Endesa  has  taken  on  a very 
heavy  debt  burden  which  will 
certainly  have  a negative 
effect  on  its  ratings,”  said  Nic- 
olas Fernandez  of  Obersecurl- 
ties,  the  Madrid  brokerage. 


Bell  moves 
nearer  to 
dissolving 
link  with 
AirTouch 

By  Richard  Waters  in  Hew  York 

Bell  Atlantic  yesterday  took 
another  step  towards  "dissolv- 
ing Its  partnership  with  Air- 
Touch,  as  it  revealed  it  would 
abandon  a wireless  communi- 
cations joint  venture  between 
the  two  US  companies. 

The  move  is  likely  to 
increase  the  pressure  on  UK- 
based  Vodafone  to  invest  to 
build  its  own  nation-wide  wire- 
less network  in  the  US  once  its 
362bn  purchase  of  AirTouch  is 
completed. 

In  a regulatory  filing,  Bell 
Atlantic  said  that  it  intends  to 
exercise  its  option  to  dissolve 
PrimeCo,  a company  that  it  set 
up  with  AirTouch  to  operate  a 
wireless  network  to  parts  of 
the  country  where  neither  side 
had  a presence. 

The  alliance  never  developed 
far  beyond  PrimeCo  and  rela- 
tions between  the  two  sides 
have  cooled  since  Vodafone 
capped  Bell  Atlantic's  own 
takeover  bid  for  AirTouch  ear- 
lier this  year. 

PrimeCo  has  about  lm  cus- 
tomers and  a network  that 
covers  41m  potential  subscrib- 
ers in  the  Midwestern  and 
Southeastern  parts  of  the 
country,  making  it  the  second- 
biggest  so-called  PCS  carrier  to 
the  US.  The  PCS  companies, 
led  by  Sprint  PCS.  represent 
the  first  generation  of  digital 
wireless  carriers  to  the  US  and 
were  created  after  the  Federal 
auction  of  wireless  licences  in 
the  early  1990s. 

Based  on  the  price  of  recent 
acquisitions,  wireless  compa- 
nies sell  for  as  much  as  $85  for 
each  potential  customer  cov- 
ered by  their  network,  said 
Mark  Lowenstein.  a senior 
vice-president  at  the  Yankee 
Group,  a telecom  consultancy. 
While  PriraeCo’s  networks 
reach  41m  people,  its  licences 
cover  a potential  population  of 
60m  in  all. 

If  the  joint  venture  is  dis- 
banded. PrimeCo's  assets  will 
be  divided  equally  between  Its 
owners,  the  two  sides  said. 

Bell  Atlantic,  meanwhile,  is 
set  to  extend  its  own  wireless 
network  into  parts  of  Air- 
Touch's  territory  through  its 
pending  acquisition  of  GTE.  Its 
broader  partnership  agreement 
with  AirTouch  forbids  such 
competition  but  Bell  Atlantic 
has  started  a legal  action  to 
have  that  agreement  tom  up. 

Lax,  Page  IB 


How  are  we 
expanding 
networking 
frontiers? 

By  investing 
in  the  best . 
map. 
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We  have  just  invested  $6.6  million  in 
Riversoft,  the  high  growth  software 
company  targeting  the  management  of 
complex  data  networking  environments. 
The  adnneed  capabilities  of  its 
OpenRiver®  platform  allow  for  accurate 
topology  mapping,  root  cause  analysis 
and  event  management. 

With  the  rapid  expansion  of  networks 
and  the  strengths  of  OpenRh  er®,  growth 
prospects  are  impressive. 

We  are  delighted  to  be  Riversofr's 
partner  for  growth  at  this  early  stage, 
helping  to  turn  entrepreneurial  vision 
into  market  leadership. 

lo  see  how  enterprising  thinking 
can  accelerate  business  growth,  visit: 
wwTCapaxxom  or  phone 
(+44)0171872  6324. 
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Investor  group  launches  cost-cutting  revamp 


By  Tfa  Bart  fc>  Stockholm 

Investor,  the  main  bolding 
wafrnr  far  Sweden's  Wal- 
lenberg business  empire, 
FMterctay  announced  a wide- 
ranging  restouptujtpg  to  cut 
costs,  incite*  tts  exposure 
to  start-up  companies  and 
reduce  it}  trading  discounts 
to  net  astet  value. 

Hie  investment  vehicle, 
which  has  controlling  stakes 
in  ampantes  accounting  for 
almost  40  per  cent  or  the 
Stockholm* numb  exchange. 


told  shareholders  It  would 
lift  its  exposure  to  high- 
growth  companies  and  pri- 
vate equity  Investments 
from  5 to  15  per  cent  of  its 
total  portfolio. 

It  also  vowed  to  reduce 
overheads  and  impose  new 
performance  criteria  for  core 
holdings,  which  include 
famous  names  such  as  Elec- 
trolux. the  world's  largest 
household  goods  manufac- 
turer, and  Ericsson,  the  tele- 
communications group. 

The  overhaul  was  unveiled 


by  Marcus  Wallenberg  - the 
nephew  of  family  patriarch 
Peter  Wallenberg  - who  yes- 
terday took  over  as  Inves- 
tor's new  chier  executive. 

Mr  Wallenberg,  succeeding 
veteran  chief  executive  Claes 
DahlMck,  also  appeared  to 
signal  a softening  In  Inves- 
tor’s commitment  to 
long-term  shareholder  con- 
trol of  large  companies. 

“Ownership  must  not  get 
in  the  way  of  alliances, 
mergers  and  restructuring." 
be.  said-  I^the  past  year 


Investor  has  overseen  the 
merger  of  Swedish  paper 
maker  Stora  with  Finnish 
rival  Enso;  sold  35  per  cent 
of  Saab  Aerospace  to  British 
Aerospace:  and  agreed  to 
merge  Astra,  the  pharmaceu- 
ticals group,  with  Zeneca  of 
the  UK. 

Even  so,  it  has  continued 
to  trade  at  a discount  of 
almost  30  per  cent  to  net 
asset  values. 

The  discount  has  widened 
from  12  per  cent  in  the  mid- 
dle of  last  year,  reflecting 


market  concern  over  Inves- 
tor’s share  portfolio  - which 
includes  modest  performers 
such  as  SA$,  the  airline,  and 
Gamhro,  the  medical  tech- 
nology groap. 

Announcing  first-quarter 
figures  yesterday,  the  com- 
pany also  said  its  total 
return  in  the  12  months  to 
March  31  bad  declined  by  12 
per  cent.  The  Stockholm 
stock  exchange  produced  a 
total  return  of  L4  per  cent  in 
the  same  period. 

In  the  first  three  months 


of  this  year,  however,  the 
value  of  Investor’s  core  hold- 
ings increased  by  13  per  cent 
to  SkrlOO.abn  (Si2.l6bn) 
That  growth  was  flattered  by 
a sharp  increase  in  the  share 

price  at  Scania,  the  truck- 
maker  at  the  centre  of  bid 
speculation,  and  strong 
demand  fix*  Astra.  Together, 
Astra  and  Scania  account  fur 
45  per  cent  of  Investor's 
share  portfolio. 

Investor’s  mast  commonly 
traded  B shares  rose  SKrlO 
toSKrmso. 


lvmh  I doubled  profits  strengthen  Scania 

to  discuss 
new  offer 


By  Tim  Burt 


By  Mo*  Ramthora 

Senior  executives  of  Gucci, 
the  embattled  Italian  fashion 
group,  are  expected  to  meet 
their  opposite  numbers  from 
LVMH,  the  French  luxury 
goods  group,  today  to  dis- 
cuss significant  changes  in 
the  latter's  S8.7bn  offer. 

Gucci's  board  last  week 
refected  an  LVMH  offer  of 
J8S  a share,  claiming  its  con- 
ditions were  unacceptable.  It 
also  dismissed  an  alternative 
offer  of  S91  conditional  on 
Gucci  rescinding  its  recent 
gSlxi  share  issue  to  Pinault- 
Printemps-Redoute.  the 
French  retail  group. 

LVMH.  which  had  refused 
to  make  a foil  bid  for  Gucci 
until  manoeuvred  into  doing 
so  by  the  secretly-negotiated 
Pinault  deal,  said  it  would 
await  the  outcome  of  a 
Dutch  court  case  starting 
next  Thursday  before  mak- 
ing its  next  move. 

However,  Pierre  Godt, 
senior  adviser  to  Bernard 
Arnault,  LVMH  chairman, 
wrote  to  Gucci's  supervisory 
board  on  Monday  revising 
the  terms  of  its  $85-a-share 
offer.  It  is  now  understood  to 
he  offering  to  exercise  Joint 
control  oT  Gucci  with  PPR. 

If  LVMH's  new  offer  is 
accepted  by  more  than 
50  per  cent  of  the  indepen- 
dent shareholders  (who  hold 
38.6  per  cent  of  Gucci)  It 
wants  enough  new  shares  to 
be  Issued  to  match  PPR's  42 
per  cent  stake,  rather  than 
to  take  it  to  50.1  pm-  cent  as 
in  its  initial  offer.  LVMH 
already  owns  19.6  per  cent  of 
Gucci 

LVMH  also  requested  the 
right  to  nominate  the  same 
number  of  board  representa- 
tives as  PPR.  and  to  have  the 
same  veto  rights.  It  also 
asked  for  an  undertaking 
that  Tom  Ford.  Gucci's  chief 
designer,  would  remain  in 
his  post  for  at  least  two 
years. 

Mr  Ford,  credited  with 
masterminding  Gucci’s  cre- 
ative revival,  is  believed  to 
hold  unesercised  options  for 
over  2m  Gucci  shares  (worth 
SITOm  under  LVMH's  $85 
offer)  and  to  be  entitled  to  a 
“golden  parachute"  of  $20tn 
if  he  leaves  the  group  after  a 
change  of  control. 

Domenico  De  Sole.  Gucci 
president.  Is  understood,  to 
have  written  to  the  LVMH 
board  on  Tuesday  suggesting 
their  representatives  met  in 
Paris  today  or  tomorrow. 

He  is  thought  to  have 
declined  to  comment  on  the 
revised  offer  until  it  had 
been  submitted  to  Gucci  but 
to  have  indicated  it  may  be 
impracticable. 


Scania,  the  Swedish  heavy 
truck  manufacturer  being 
stalked  by  Volvo,  sought  to 
Underline  Its  financial 
strength  yesterday  by  bring- 
ing forward  results  showing 
a doubling  in  first-quarter 
profits. 

The  Investor-controlled 
company  said  pre-tax  profits 
jumped  to  SKrl.llbn  (S134m) 
in  the  first  three  months, 
compared  with  SKrS52m  in 
the  same  period  of  1896. 


Truck  and  bus  deliveries 
rose  li  per  cent  to  12J10, 
while  Scania's  sales 
increased  13  per  cent  to 
SKrliAbn.  The  figures  bene- 
fited from  strong  growth  in 
the  European  truck  market, 
which  analysis  expect  to  be 
sustained  throughout  1999. 

Volvo,  by  comparison,  is 
expected  next  week  to  unveil 
pre-exceptional  first-quarter 
profits  of  SKrl.5bn-8Krl.6bn. 

Scania  and  Investor  have 
rebuffed  Volvo’s  approaches 
over  a possible  takeover  or 


co-operation  agreement, 
claiming  the  Swedish  auto- 
motive group  undervalued 
Scania’s  growth  prospects 
and  Future  profitability. 

Although  Volvo  has 
acquired  almost  13  per  cent 
of  Scania,  talks  between  the 
two  have  been  abandoned 
following  a failure  to  agree 
on  a price. 

Yesterday.  Claes  Dabl- 
bSck.  the  outgoing  chief 
executive  of  Investor,  said: 
“Scania's  report  for  the  fir- 
s (quarter  strengthens  our 


opinion  that  Scania  is  a 
strong  company  with  excel- 
lent opportunities  for  contin- 
ued positive  development 
through  its  own  efforts.” 

But  he  reiterated  that 
Investor  was  considering 
alternatives  for  the  future  of 
Scania,  including  possible 
co-operation  or  mergers. 

Volkswagen  of  Germany 
and  Flat  of  Italy  have  been 
touted  as  alternative  part- 
ners to  Volvo. 

1 »if  Ostling,  Scania  chief 
executive.  Is  due  to  meet 


Ferdinand  PIScb,  VW’s 
chairman,  next  week  at 
board  meeting  of  Svenska 
Volkswagen,  the  two  compa- 
nies' Swedish  distribution 
joint  venture. 

Mr  Ostling  has  made  clear 
he  would  prefer  a comple- 
mentary aiiianra  with  a part- 
ner such  as  VW  rather  than 
a takeover  by  Volvo,  which 
would  lead  to  larger  overlap 
in  heavy  trucks. 

Scania's  most  commonly 
traded  B shares  rose  SKrSSO 
yesterday  to  SKrit27-50. 


Peugeot  cool  on  prospects  of  merger 


Jean-Martin  Folz, 
chairman  of  the 
French  group,  says 
it  is  unlikely  to  join 
the  rush  to  the  attar 

By  Davfcf  Owon  in  Paris 

What  now  for  France’s  other 
carmaker?  Renault’s  tie-up 
with  Nissan  has  changed  the 
landscape  for  Peugeot- 
Citrogo.  destroying  the  sym- 
metry of  a situation  in 
which  the  country's  two  car- 
makers had  similar  sales 
and.  h<»nr«»  market  share. 

It  has  also,  predictably, 
intensified  speculation  that 
Peugeot-dtroBn  will,  sooner 
or  later,  Med  to  find  a part- 
ner of  its  own. 

“Peugeot  does  look  the 
most  strategically  chal- 
lenged of  the  European  man- 
ufacturers." says  John  Law- 
son.  analyst  with  Salomon 
Smith  Barney.  “In  volume 
cars,  size  is  important" 
Interviewed  yesterday  in 
Paris,  however,  Jean-Martin 
Folz.  Feugeot-Cttro£n  chair- 
man, left  the  clear  impres- 
sion his  group  was  unlikely 
to  join  the  recent  rush  to  the 
altar  any  time  soon. 

“We  have  looked  around 
us  at  the  different  options. 
There  are  not  as  many  as  all 
that.  We  have  reached  the 
conclusion  that  the  options 
open  to  us  presetted  more 
drawbacks  than  advantages 
for  Peugeot-Citrogn." 

At  the  same  time,  he 
emphasised  that  the  group 
had  nothing  against  mergers 
and  acquisitions  in  principle 
and  would  continue  to  look. 

"We  are  the  product  of  a 
merger  and  an  acquisition," 
he  said,  adding:  “We  think 
that  merging  two  companies 
only  makes  sense  if  you  can 
create  value.  We  believe 
very  strongly  that  in  the  car 
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business,  the  only  way  to 
create  value  is  to  make  more 
cars  an  the  same  platforms.” 

By  this  logic,  he 
suggested,  any  thought  of  a 
link-up  with  Volvo,  the 
Swedish  carmaker  recently 
bought  by  Ford,  would  have 
made  little  sense. 

“We  are  In  different  tech- 
nological and  architectural 
universes.”  be  said.  “The 
possibilities  for  doing  things 
in  common  between  Volvo 
and  Peugeot-Citroen  are 
very  weak  in  the  short-  and 
medium-term." 

The  French  company, 
which  sold  2.28m  units  in 
1998,  Is  aiming  to  lift  output 
to  3m  within  five  years,  and 
to  build  2J5m  of  them  on  just 
three  platforms. 

"I  dearly  prefer  this  situa- 
tion to  making  4m  or  5m 
cars  on  35  or  30  platforms." 
Mr  Folz  said.  “I  do  not 
believe  the  quest  for  size 
in  the  absolute  Is  an  impor- 
tant criterion  in  the  car 
industry." 


But  what  if  bigger  compet- 
itors were  able  to.  match  or 
exceed  Peugeot-Citrogn’s 
performance  in  terms  of  out- 
put per  platform,  while  also 
manufacturing  more 
vehicles  in  total? 

According  to  Prof  Garel 
Rhys,  director  of  the  Centre 
for  Automotive  Industry 
Research  at  Cardiff  Univer- 
sity Business  School:  “Lean 
production  was  never  a sub- 
stitute for  volume." 

"Even  if  going  from  pro- 
duction of  2m  to  4m  only 
reduces  a company's  unit 
cost  by,  say,  6 per  cent,  mar- 
gins are  so  tight  that  if  it 
passes  this  cost  advantage 
on  to  customers,  a rival  of 
similar  efficiency  producing 
2m  units  a year  could  not 
make  any  money."  Prof 
Rhys  added. 

Mr  Folz.  by  contrast,  indi- 
cated that  even  if  a rival 
managed  to  build,  say,  5m  to 
6m  cars  on  three  platforms, 
he  did  not  believe  the  differ- 
ence in  its  costs  would  be 


significant  when  set  against 
other  elements  such  as 
capacity  to  adapt  and  com- 
mercial agility. 

“I  do  not  see  our  size  as  a 
major  strategic  handicap," 
he  said.  “And  l observe  fur- 
thermore that  our  organisa- 
tion, our  speed  of  reaction, 
our  product  range  give  us  an 
important  asset  compared 
with  groups  that  are,  per- 
haps some  of  them,  too  big." 

Most  analysts  seem  to 
agree  that  there  are  draw- 
backs associated  with  all  the 
companies  most  often  cited 
as  possible  partners  for 
Peugeot-Citroen. 

There  are  thought  to  be 
few  signs  that  Honda  - “the 
obvious  partner-,  according 
to  Keith  Hayes,  analyst  with 
Goldman  Sachs  - is  inter- 
ested in  an  alliance. 

BMW  has  its  hands  full 
with  Rover.  Any  tie-up  with 
Flat,  one  of  the  companies 
with  which  the  French 
groap  has  cooperation  pro- 
jects, would  probably 


rfpmanrf  politically  sensitive 
European  job  losses  to  be 
value-enhancing. 

Mr  Folx  described 
co-operation  projects  with 
other  independent  manufac- 
turers as  a very  promising 
avenue. 

There  is  a consensus  too 
that,  with  background 
trends  so  far  working  in 
Peugeot-Citroen’s  favour  this 
year,  the  company  is  under 
tittle  immediate  pressure. 

“Peugeot  will  have  an 
excellent  1999.”  said  Sabine 
BIQmel,  analyst  with  DVD  in 
London.  “They  have  to  make 
the  most  of  it.” 

Many  observers  equally 
expect,  however,  that  in  the 
long  term  the  company  win 
become  part  or  a bigger 
group.  “Fbr  the  not  couple 
of  years  they  are  fine,  as 
long  as  they  are  well  man- 
aged.” said  Greg  Melich  of 
Morgan  Stanley.  “If  you  are 
talking  about  20  years,  they 
probably  will  be  part  of  a 
larger  group." 


BANKS  PARIBAS,  SG  WORK  ON  TIMETABLE  r 


BNP  targets 
prepare  for 
long  battle 


c 


Gy  George  Graham,  Robert 
firaham  and  Samar  bkandar 
in  Paris 


Paribas  and  Soclltg 
G6n&rale.  the  French  banks 
whose  merger  plans  were 
thrown  off  course  by  last 
month’s  double-barrelled  bid 
from  rival  Basque  Nationals 
de  Paris,  are  digging  in  for  a 
battle  that  could  last  as  long 
as  six  months. 

Andrfr  Lfcvy-Lang.  Paribas 
chief  executive,  said:  “We 
don’t  want  to  frighten 
people,  but  we  are  organis- 
ing ourselves  for  It  to  last 
six  months,  and  I believe  we 
are  capable  of  lasting  that 
long." 

The  takeover  clock  started 
ticking  when  BNP's  all-share 
offers  for  the  two  banks 
were  authorised  by  the  Com- 
mission des  Operations  de 
Bourse,  the  stock  market 
watchdog,  on  March  31. 
However,  the  process  has 
been  held  up  by  a law  suit 
filed  by  SG  and  Paribas,  that 
might  not  be  resolved  before 
the  end  of  June. 

The  timetable  could  be 
extended  still  further  if  SG 
were  to  raise  its  bid  for  Pari- 
bas or  BNP  were  to  improve 
the  terms  on  either  of  its 
offers.  The  official  responses 
of  the  SG  and  Paribas  boards 
to  the  bids  were  approved 
for  publication  yesterday  by 
the  COB.  BNP's  board  is  to 
meet  tomorrow  for  the  first 
time  since  the  offer  was 
launched  last  month. 

SG  an/i  Paribas  could  has- 
ten a resolution  to  the  three- 
way  battle  by  withdrawing 
their  suits,  which  challenge 
the  regulators'  decision  to 
allow  BNP's  double  bids. 
Because  the  offers  are  simul- 


taneous, Paribas  sharehold- 
ers would  have  to  make'  L 
their  minds  up  without^ 
knowing  whether  BNP  bad  ," 
won  control  of  SG. 

Mr  Levy-Lang  said  he  * 
would  wait  to  see  if  ihe£ 
stock  market  authorities  set  _ 
an  adjusted  bid  timetable, 
with  different  deadlines  for 
the  two  offers,  before  dead- 
Ing  whether  to  withdraw  the 
suit. 

He  insisted  that  the  efforts  . 
of  Micbel  Pfebereau,  BNP^ 
chairman,  to  force  SG  and , 
Paribas  to  negotiate  a deal 
had  failed. 

“There  has  been  a blitz-  r 
krieg,  saying  “you  must  dis- 
cuss,  you  must  discuss,  you  .j 
must  discuss'.  Well,  that  has  \ 
felled.  It  has  failed  because  ^ 
we  are  In  a position  to  say1' 
we  have  a clear  project  -T 
which  makes  better  sense."  \ 

Daniel  Bouton,  SG  chair-' 
man.  said  BNP  had  already . * 
succeeded  in  one  respect:  it  * 
had  delayed  the  SG-Paribas  _ 
merger,  which  should  have 
been  completed  a week  ago. ‘ 
However,  he  said  BNP’s  1 
plans  were  largely  negative.  *' 

“What  is  happening  funda- 
mentally is  that  SG  Paribas  * 
has  put  BNP  in  a comer.  I 
thought  BNP  was  strong.  ' 
amid  develop  on  its  own  and  , 
wait  to  find  a marriage  part- 1 
ner.  Evidently  BNP  thinks  it  * 
is  weak,”  he  said. 

Mr  Lfrvy-Lang  said  SG  and 
Paribas  bad  been  In  contact 
with  a number  of  foreign 
banks  since  they  announced 
their  merger  plans  in  Febru-  m 
ary.  A 

However,  be  insisted  these 
were  simply  institutions  that 
wanted  to  work  with  the  * 
new  group,  not  rescue  it  ” 
from  BNP's  clutches. 
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PAL’s  new  flight  plan  faces  heavy  weather 


Goldman 
buys  into 
Hapoalim 

By  Art  Machte  In  JwiwaWm 

Goldman  Sachs,  the  invest- 
ment bank,  yesterday 
bought  2 per  cent  of  Bank 
Hapoalim.  Israel's  biggest 
banking  group,  from  tbe 
Israeli  government  in  a 
gS&lm  block  trade,  reducing 
the  state's  stake  to  22  per 
emit. 

The  deal,  involving  24.7m 
Hapoalim  shares,  followed 
“veiy  aggressive"  bidding  by 
four  contenders,  including 
Merrill  Lynch  and  Lehman 
Brothers,  according  to  Meir 
Jacobson,  managing  director 
of  MI  Holdings,  the  govern- 
ment company  responsible 
for  privatising  banks. 

The  shares  were  sold  at 
Shks.65,  a 3 par  cent  pre- 
mium to  Tuesday's  dose  m 
Tel  Aviv.  Hapaafim  climbed 
3 per  cent  yesterday  to 
Sfck&TR 

Israel  recently  authorised 
the  sal*  of  8 per  cent  of 
Hapoalim  after  tbe  bank's 
controlling  abarebG&krs.  led 
by  Ted  Arison,  tbe  US-braeli 
billionaire,  .declined  an 
option  to  Increase  their  45 
per  cent  stake.  The  group 
bolds  an  option  for  another  7 
per  cent  In  October. 


Success  of  the  Philippine  carrier’s 
proposed  revival  strategy  is  by  no 
means  assured,  reports  Tony  Tassell 


AMnoa:  losing  attitude 
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early  six  months  after 
tts  first  death  and  res- 
urrection, the  fate  of 
Philippine  Airlines  still 
hangs  in  the  balance. 

Asia's  oldest  commercial 
airline  bounced  back  from  a 
brief  official  closure  test  Sep- 
tember but  is  still  feeing  for- 
midable challenges  to  stay  in 
the  skies  under  a proposed 
revival  plan. 

The  Philippine  financial 
authorities  are  poised  to 
extend  the  deadline  fix'  tbe 
plan  - originally  scheduled 
for  today  - but  over  tbe  next 
48  days,  the  receivers  to  the 
! carrier  will  have  to  find  a 
| S200m  cash  Infusion,  fend  off 
, aggrieved  creditors  and 
resolve  a power  struggle 
between  management  and 
the  controlling  shareholder. 
Lucio  Tan.  the  Filiplno-Chi- 
nese  tycoon. 

It  Is  a demanding  agenda 
but  Peter  Foster,  chief  com- 
pany adviser  to  the  airline 
recently  recruited  from 
Cathay  Pacific,  remains  con- 
fident. “We  always  knew  it 
was  going  to  be  a long  and 
arduous  road  but  m remain 
hopeful  we  can  resolve  this 
to  the  benefit  of  the  airline,” 
he  said. 

The  key  challenge  will  be 
to  secure  S200m  in  cash  by  a 
June  4 deadline.  Without  It, 
the  airline  Is  unlikely  to  sur- 
vive. Before  its  official  clo- 
sure In  September  following 
a labour  dispute,  PAL  bad 


incurred  steep  losses  as  a 
result  of  a litany  of  prob- 
lems. 

These  included  a t2.2ba 
debt  burden,  falling  demand 
for  air  travel,  tbe  slide  in 
Asian  currencies  against  the 
dollar,  massive  overstaffing, 
a 22-day  pilots'  strike  and  an 
over-ambitious  fleet  expan- 
sion Just  before  the  regional 
economic  crisis  struck. 

In  the  nine  months  to 
December,  the  airline  lost 
almost  a Sim  every  day, 
leaving  it  with  an  excess  of 
liabilities  over  assets  of 
more  than  5bn  pesos  (1130m) 
at  the  end  of  December. 

Despite  the  airline’s  con- 
tinuing problems,  Mr  Foster 
says  there  has  been  interest 
from  potential  investors 
although  he  declines  to  iden- 
tify them.  He  says,  however, 
they  include  local  and  for- 
eign institutional  investors. 

“The  equity  search  contin- 
ues and  we  are  making  prog- 
ress," he  says  of  the  cash 
infusion,  which  wifi  account 
for  SO  per  cent  of  the  air- 
line's equity. 

Mr  Foster  said  once  the 
revival  plan  was  accepted, 
the  airline  would  be  produc- 
ing positive  casta  flow. 

Apart  from  a severe  debt 
restructuring,  the  new  plan 
also  calls  for  the  sale  of  non- 
core assets,  tbe  relocation  of 
operations  to  a new  tenninal 
in  Manila,  the  downsizing  of 
the  fleet  and  new  marketing 


alliances  with  international 
airlines. 

The  carrier  appears  to 
have  (me  fallback  option  for 
the  cash  injection  - Mr  Tan. 
A close  associate  of  the  late 
dictator  Ferdinand  Marcos 
and  one  of  the  most  politi- 
cally influential  business- 
men In  the  Philippines.  Mr 
Ihn  has  agreed  to  provide 
the  3200m  If  no  other  inves- 
tor can  be  found,  according 
to  government  officials. 

This  may  raise  its  own 
problems  because  of  ongoing 
tensions  between  Mr  Tan 
and  the  new  management 
advisory  team  led  by  Mr  Fos- 
ter. People  dose  to  PAL  indi- 
cate Mr  Tan  has  recently 
been  trying  to  remove  the 
team  from  power. 

The  enigmatic  and  usually 
media-shy  Mr  Tan  has 
declined  to  confirm  or  deny 
such  reports. 

if  he  provided  the  cash 


injection,  the  tycoon  would 
control  nearly  95  per  cent  of 
the  equity  of  PAL  and  would 
be  expected  to  attempt  to 
replace  the  management 

tpam 

This  In  turn  could  alienate 
some  creditors  who 
expressed  opposition  to  an 
earlier  revival  plan  before 
tbe  new  team  was  recruited 
because  of  the  management 
influence  of  Ur  Tan. 
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phn  Gibbs,  manager  of 
the  recoveries  division  of 
the  UK  government’s 
Export  Credit  Guarantee 
Department,  says  there  is 
dearly  a "power  play  going 
on  between  existing  and 
potential  investors". 

Although  PAL's  receivers 
claim  the  support  of  two- 
thirds  of  tts  creditors,  includ- 
ing the  US  Export-Import 
Bank  and  various  European 
export  credit  agencies,  the 


list  of  opposing  creditors  is 

mounting 

This  Includes  Boeing, 
Chase  Manhattan  Bank, 
domestic  banks  and  the 
International  Air  Transport 
Association,  the  airline 
industry’s  umbrella  body. . 

But  the  airline  has  friends 
In  powerful  places.  Joseph 
Estrada,  the  president, 
gained  political  kudos  for 
brokering  PAL's  return  to 
operations. 

It  has  been  widely 
rumoured  that  Mr  Ten  was 
persuaded  by  Mr  Estrada,  a 
dose  friend  of  the  tycoon,  to 
provide  the  offer  of  the 
2200m  cash  injection. 

Ian  Wild,  airlines  analyst 
with  SG  Securities,  says  PAL 
still  faces  a long  road  ahead 
erf  It  towards  recovery. 

“The  chances  of  it  actually 
prospering  are  somewhere 
between  near  and  zero."  he 
said. 


Global  Telesystems  pays 
€1 94.6m  to  control  Omnicom 

Global  TdeSystems  Group,  the  US-based  tele- 
communications carrier,  is  expanding  in  Europe  with  the 
£1 94.6m  ($21  Om)  acquisition  of  a controlling  stake  in 
Omnicom,  the  French  operator.  As  required  under  French 
regulations,  GTS's  acquisition  of  52  per  cent  of  Omni- 
cam's shares  means  rt  must  now  make  a full  offer.  The 
shares  are  being  sold  by  foe  group's  founders  and  man- 
agement with  a foil  offer  being  recommended  by  foe 
boards  of  both  companies. 

Omnicom,  which  is  fisted  on  the  Nouveau  Marche, 
specialises  in  offering  telecoms  services  for  small  and 
medium-sized  businesses  and  Is  France  Telecom's  main 
competitor  in  this  market  It  has  also  recently  begun  mar- 
keting to  residential  customers. 

GTS  is  paying  for  its  initial  interest  with  1.85m  shares, 
which  are  fisted  on  Nasdaq  and  Easdaq,  and  €95.4m  in 
cash.  The  transaction  price  on  a fully  diluted  basis  values 
Omnicom  at  €396. 4m.  The  price  of  €195  a share  repre-  * 
sects  a 495  per  cant  premium  over  Omnicom's  placing 
price  in  July  1997.  and  a premium  of  6 per  cant  over  the 
trading  price  30  days  before  April  13.  Christopher  Price 
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CHEMICALS 

Bayer  to  sell  55%  of  Agfa 

Bayer,  the  German  chemicals  and  pharmaceutical  group, 
sad  yesterday  it  would  float  up  to  55  per  cent  of  Agfa-  " 
Govaert,  its  photo-imaging  subsidiary,  on  the  Frankfurt  and 
Brussels  stock  exchanges  on  June  1.  Separately,  Bayer 
will  sefl  a 15  per  cent  stake  to  the  Belgian  financial  holding  - 
company  Gevaert  NV,  which  has  the  option  to  purchase 
another  10  per  C8fit  of  Agfa  shares  from  Bayer  after  one 
year.  The  public  offering,  rarely  to  be  one  of  Europe's 
biggest  share  offerings  this  year,  could  be  valued  at 
DM7bn-DM8.5bn  (€3.Bbn-€4.3bn.  $3.9bn-$4,7bn).  Book-  “ 
building  wfil  take  place  between  May  17-28,  and  foe  price  r 
range  announced  at  foe  beginning  of  that  period. 

Uta  Kambchfeger,  Frankfort 

BANKING 

Dexia  bids  to  acquire  BIL 

Dexia,  the  Franco-Belgtan  bank,  yesterday  launched  a bid 
to  acquire  foe  38.5  per  cent  of  Bartque  Internationale  de 
Luxembourg  it  does  not  already  own.  The  group,  a speci- 
alised lender  to  local  authorities  created  from  the  1996 
merger  of  Credit  Local  de  France  and  Credit  Communal  de  * 
Belgique,  is  offering  10  Dexia  France  shares,  five  Dexia 
Belgium  shares  and  LFr41,000  ($1 ,097)  for  every  two  BIL 
shares.  The  terms,  valuing  foe  38.5  per  cent  at  €995m 
($1.07bn).  offer  an  11.2  per  cent  premium  over  BIL’s  das-  ' 
ing  price  on  Tuesday.  If  the  642,132  outstanding  shares 
and  convertible  bonds  are  submitted  to  the  offer,  foe 
group  would  Issue  3.33m  new  Dexia  France  shares  and 
1.66m  Dexia  Belgium  shares.  The  cash  component  would  ’* 
amount  to  €338m.  Samer  iskandar,  Paris 
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Premiums  up  21%  for  Eureko 

Eureka,  the  alliance  of  seven  European  Insurers,  said  total 
premiums  increased  21  per  cent  last  year  to  €81 8m 
($883m)  and  ordinary  income  rose  72  per  cent  to  €84m. 
However,  net  income  fell  from  €B2m  to  €70m,  due  princi- 
pally to  one-off  gains  in  foe  previous  year  from  the  sale  of 
US  subsidiaries,  Jeff  Medlock,  chairman,  said  ha  would 
continue  to  review  opportunities  to  expand  the  alliance, 
“with  foe  ultimate  intention  of  consolidating  Eureko's  Euro- 
pean presence”.  Last  year  the  alliance  lost  out  in  the  bid- 
ding for  GAN,  the  French  Insurer,  and  earlier  foe  year  was 
outbid  by  Axa  of  France  for  Guardian  Royal  Exchange  foe 
UK  composlta  Andrew  Bolger 
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ByMchtyo  Hafcanofo  In  Tofcyo 

NTT,  the  Japanese 
telecommunications  group 
which  is  bidding  for  IDC, 
suggested  yesterday  that  it 
was  not  prepared  to  be 
drawn  into  a protracted 
battle  with  Cable  and 
Wireless  of  the  UK  over  the 
international  carrier. 

Junichiro  Miyazu, 
president  of  NTT,  hinted 
that  the  company  was  not 
aggressively  pursuing  EDC. 

*TDC  ashed  NTT  what 
kind  of  stance  it  would  take 
on  IDC.  We  jost  responded  to 
their  inquiry,"  Mr  Miyazu 
said  of  NTT’s  takeover  bid. 

Ur  Miyazu’s  comments 
come  on  the  eve  of  today’s 
IDC  board  meeting,  at  which 
the  company  is  expected  to 
choose  between  the  two 


Mr  Miyazu  emphasised 
that  NTT  would  acquire  IDC 
only  “if  there  is  unanimous 
agreement  and  if  NTT  is 
asked  to  buy  pDCJ” 

NTT  is  believed  to  have 
proposed  a share  swap  that 
would  allow  it  to  acquire 
EDC  in  spite  of  C&W’s 
pre-emptive  rights. 

Under  a basic  agreement 
among  founding 

shareholders,  including 
C&W  which  has  a 17.7  per 
cent  stake  in  IDC,  C&W  has 
the  right  to  match  any 


takeover  offer  by  a 
non-shareholder. 

The  NTT  president  noted 
that  his  company  was 
capable  of  building  its  own 
international  business  but 
acquiring  IDC  would  speed 
up  the  process.  NTT  has 
been  known  to  be  keen  to 
acquire  IDC. 

However,  Mr  Miyazu’s 
lukewarm  comments  could 
reflect  divisions  within  NTT 
over  the  importance  of  IDC 
to  its  global  strategy. 

“There  are  proponents  and 
opponents  of  an  acquisition 
[of  JEDCj,’’  says  Toshiaki  Iba. 
telecoms  analyst  at  Tokyo 
Mitsubishi  Securities  in 
Tokyo. 

“Some  within  NTT  are 
against  paying  such  a high 
price,”  be  noted. 

NTT  also  faces  uncertainty 
over  the  structure  of  its 
imposed  bid,  which  relies  cm 
a revision  of  Japan’s 
commercial  code  that  fr*-** 
not  been 

If  a “squeeze-out” 
provision  to  force  C&W  to 
relinquish  its  stake  follows 
western  examples,  it  would 
require  the  consent  of  90  per 
cent  of  shareholders  to 
squeeze  out  minority 
shareholders. 

However,  C&W  insists  that 
it  has  no  intention  of 
voluntarily  relinquishing  its 
stake. 


Redchip  bond 
scaled  back 


By  Louise  Lucas  in  Hong  Kong 

China  Merchants  ffnlriinpa 
(International),  the  main- 
land-backed  shipping  con- 
glomerate listed  in  Hong 
Kong,  dealt  a sour  note  for 
the  redchip  sector  when  its 
convertible  band  - the  first 
such  issue  this  year  - was 
heavily  scaled  back  amid 
tfrin  demand. 

The  company,  had  been 
hoping  to  capitalise  blithe 
bullish  sentiment  that  has 
descended  on-  Hong  Kong  by 
selling  1120m  of  five  year 
CBs  which  could  be  con- 
verted into  shares  at  a cod-, 
version  price  of.  HKI5.12,- 
compared  with  the  last  dos- 
ing price  before  the  deal  of. 
HKJ4.65. 

China  Mert&anfs  sponsors 
were  only  able  to  sell  half 
that  amount,  .plus  - an  over 
allotment  of  $iom.  Merrill 
Lynch  said  the  offering  was 
scaled  down  “in  the  light  of 
current  market  conditions 
and  the  fact  the  company 
only  needs  $60m  to  fund  its 
proposed  acquisition”.  . . 

Bankers  said  the  outcome 
of  the  deal  meant  the  oppor- 
tunities for  other  redchips  to 


tap  th*»  markets  were  sum. 
“China  Murt-himtu  proba- 
bly one  of  the  strongest 
credit  stories  among  red- 
chips,  so  if  that  had  a hard 
time  .the  prognosis  is  not 
great  far  other  redchips,” 
said  one  investment  banker. 

Few  capital  raising  exer- 
cises have  taken  place  in 
Hong  Kong  this  year,  and 
take-up  ha«  been  with 
Share  •'  prices  usually  faffing 
after  execution.  Two  main- 
land ' privatisations,  or  H 
share  Issues,  were  polled  in 
January  and  February. 

nMna  Merchants  was  the 
first  redchip  ta  test  the 
waters  since : a flurry  of 
share  placements  in  early 
•November,  when  six  ccanpa- 
nles  raised  a total  EKS&7tm 
(*348m)  on  the  equity  capital 
markets. 

' Since  then,  investors' 
appetite  for  redchips  has 
been  quelled  by  concerns 
over  a possible . .currency 
devaluation—  ruled  out  by 
Bering  - and  the  collapse  of 
Guangdong  International 
Trust  and  Divestment  Carp, 
the  investment  agency  that 
collapsed  in  October  with 
debts  of  $4.37bn. 


Daewoo 
suffers 
after  debt 
rating  cut 

By  Jota  Beta  ta  SeaM__  __ 

Daewoo,  South  Korea’s 
second  largest  conglomerate, 
yesterday  denied  it  was 
heading  for  a financial  crisis 
after  standard  & Poor’s  cut 
the  credit  ratbag  for  the  debt- 
heavy  group’s  parent  com- 
pany, Daewoo  Corporation- 

Shares  for  most  of 
Daewoo's  listed  companies 
fell  on  the  Seoul  bourse  in 
response  to  the  downgrade, 
including  a 5.®  per  cent 
decline  for  Daewoo  Carp  to 
WBn3£0O. 

S&P  reduced  Daewoo 
Corp's  rating  to  B-  after  its 
debt  more  tlfran  doubled  to 
&8bn  last  year  from  $8bn  in 
1907.  It  warned  a further 
downgrade  was  passible  if 
Daewoo  was  unable  to 
reduce  its  debts  and  shed 
underperforming  businesses. 

Korea’s  Fair  Trade  Com- 
mission recently  -said  total 
debts  for  the  Daewoo  group 
soared  by .40  per  cent, to 


lag*  year.  Daewoo  said  it  cut 
its  deWequity  ratio  to  »» 
per  emit  at  the  end  ta  lw, 
but  this  was  largely  due  to  a 
re-evaluation  of  assets.  . . 

Kim  Dae-jung,  the  Korean 
president;  yesterday  warned 
that  the  government  would 


Daewoo  and  other  leading 
conglomerates,  or  cfuieoot,  as 
they  seek  to  reduce  their 
debt/equity  ratio  to  200  per 
fpnf  by  the  end  of  1899  under- 
state, orders. 

Analysts  estimate  Dae- 
woo’s debtyequity  ratio  istftt 
per  cent  if -asset  nnwalua- 
tioas  are  excluded-  \ 


Indonesia 

considers 

chemicals 

merger 

By  Sand*  Thom  ta  Jakarta 


Indonesia  is  considering  a 
merger  of  three  troubled  pet- 
rochemical1 companies  in  an 
effort,  to  restructure  debt 
Achmad  QozaH,  director  at 
the  trade  and  industry  min- 
istry, said  the  government 
hoped  to  complete  the 
merger  of  Chandra  Asri,  Tri 
Folyta  and  petrokimia 
Naskmal  by  the  end  of  the 


CKUt  . - 

The  government  is  consid- 
ering taking  over  the  major- 
ity stakes  held  by  three  Indo- 
nesian shareholders  of 
Chandra  Asri  and  Tri  Folyta, 
as  payment  for  large  debts  to 
state  banks.  ■ 

Local  officials  said  Pray- 

QgoPangesta,ado«asK** 

ate  of  former  President 
Suharto  «nd  biggest  share- 
holder in  Chandra  Asri  and 
Tri  Polyta,  proposed  the 


“ — -Nr  “ 

HabjMe  last  week. 

A local  newspaper 
day  reported  that  .officials 
expected  BP  Amoco,,  owner 
of  a per  emit  of  Petrokimia, 
to  buy  rankly  60  per  cant  cf 

Chandra  Asri,  Petroikii^a  « 
main  supplier.  Tri 
^roUld  be  merged  with  the 
other  twa  ' .. 

The  government  would 
become  a.  majority  share- 
holder, and  thus  be  more 
amenable  to  the  company's 
rarest  for  a debt  reschedul- 
ing. Marubeni,  the  trading 
company,  and  other  Japa- 
jMse  tenders  have  agreed  to 
res  chedule  only  principal 
payments  bat  the  local  daw 
Scries  mudi  higher  interest 
rates. 
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Spending  out  of  fashion  for  retail  group  and  customers 


lto-Yokado  defends  its  cautious  approach  after  being  criticised 
for  sitting  on  large  cash  reserves.  Naoko  Nakamae  reports 

Masatoshi  Ito,  the  retailer  in  the  worid  in  terms  average  of  2L5.  Ironically,  ha 
founder  and  biggest  of  market  value,  according 
shareholder  of  retail  to  Morgan  Stanley.-' . 

has  the  highest 
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founder  and  biggest 
shareholder  of  retail 
group  lto-Yokado,  is 
extremely  pessimistic  about 
the  prospects  for  the  Japa- 
nese economy.-  His - long 
experience  at  the  helm  of 
one  of  the  country’s 
retailers  means  his  views 
provide  an  ominous  sign  for 
the  struggling-  sector,  which 
has  been  hit  badly  by 
Japan’s  economic  slump. 

T believe  the  economy  is 
still  cm  a downward  trend 
and  deflation  will  get  worse. 
I think  the  recession  will 
last  another  three  years,” 
says  Mr  Ito,  who  is  now  hon- 
orary chairman  of  the 
retailer. 

lto-Yokado  is  braring  ffytf 
for  more  pain  because  if  Mr 
Ito’s  predictions  prove  cor- 
rect, the  retailer,  along  with 
the  rest  of  the  sector,  feces  a 
tough  T.itna  many  oth- 
ers, It  has  already  seen  its 
net  profits  fall  for  two  con- 
secutive years. 

But  many  analysts  believe 
it  is  the  best-positioned 
group  to  weather  the  reces- 
sion. For  a start,  it  has  the 
right  credentials.  The  com- 
pany. which  was  ranked  122 
in  the  Fortune  500  last  year, 
is  the  seventh  largest 


Also,  it 
credit  rating  in  the  Japanese 
retail  sector  with  a rare  AaS 
rating  from  Moody’s.  Glob- 
ally, only  Marks  and  Spencer 
of  the  UK  and  Wal-Mart  of 
the  US  enjoy  X higher  rating. 

Masafumi  Shoda,  retail 
analyst  at  Nomura  Securi- 
ties, says  another  source  of 
strength  Is  its  cautious  man- 
agement stance.  “Before  the 
recession,  other  retailers 
were  mshlng  to  open  new 
stores,  but  lto-Yokado  was 
concentrating  on  improving 
its  profit  margins  by  devel- 
oping strengths  in  team  mer- 
chandising and  supply-chain 

yptmagmynsm*  It  freq  a 

large  amount  of  cash.” 

The  contrast  with  its  main 
rival  in  the  sector,  Daiei,  is 
striking.  While  Daiei  is 
struggling  to  stay  afloat 
under  a mountain  of  debt, 
lto-Yokado  is  hoarding  its 
cash  and  keeping  its  debt 
levels  km.  - 

At  the  end  of  the  last  fiscal 
year,  lto-Yokado  had  Y367bn 
($3bn)  in  cash  and  deposits  - 
by  for  the  largest  amount  in 
the  sector. 

Bs  debt-to-sales  ratio  of  6.7 
compares  with  an  industry 


refusal  to  spend  cash  mir- 
rors the  spending  attitudes 
of  the  Japanese  consumer 
that  have  resulted  in  profit 
contraction  for  the  retailer. 

The  question  Is  whether 
this  is  the  time  for  lto- 
Yokado  to  start  spending. 
Borrowing  costs  for  highly 
rated  companies  such  as  lto- 
Yokado  are  low,  and  the 
deflationary  environment 
has  meant  that  property 
prices  and  labour  costs  are 
failing  Some  say  tM«  pro- 
vides a splendid  opportunity 
for  avpanginp 


R.ut 


Mr  Ito  disagrees. 
First,  he  believes  that 
Lithe  general  superstore 
sector  has  reached  satura- 
tion point  Second,  be  points 
out  that  even  though 
Japanese  real  estate  prices 
are  falling,  they  are  still 
five  times  those  of  the 
US. 

He  also  says  that  dwind- 
ling retail  sales  give  little 
incentive  to  open  new  stores. 

“We  opened  nine  new 
stores  in  fiscal  1998.  but 
since  these  stores  bad  lower 
sales  per  square  metre,  it 
has  meant  a de  facto  rant 
and  labour  cost  increase  for 
ub  - despite  Increasing 


swoc  Mateo  me  flair 

part-time  workers.  This  is 
how  severe  the  retail  envi- 
ronment is  right  now,”  he 
explains. 

This  view  has  been  critic- 
ised by  some  analysts.  “lto- 
Yokado  is  in  a tiwumit-  envi- 
ronment, but  it  is  being 
overly  conservative.  It  is  not 
taking  advantage  of  the 
opportunities  it  has  - with 
the  result  that  these  is  not  a 
lot  a t growth,  says  Michael 
Allen,  retail  analyst  at  ING 
Baring  Securities. 

“Its  high  rating  and  low 
level  of  debt  tost  its 

borrowing  capacity  is  huge, 
and  it  could  increase  its  cap- 
ital very  easily,  it  has  toe 
most  extreme  amount  of 


99  Fab 


financial  capability  of  all 
Japanese  retailers,”  he  says. 

Other  analysts  say  some  of 
fto-Yokado's  wristing  stores 
oould  use  a face-lift  But  Mr 
Ito  is  «rffaTn»,Tit  the  com- 
pany is  not  ready  to  start 
spending.  Tm  still  pessimis- 
tic about  the  economy  and 
think  the  best  way  to 
weather  this  recession  is  to 
be  cash-rich  and  lean,”  be 
says. 

"We  intend  to  use  the  cash 
in  the  future  when  the  right 
opportunities  arise.” 

Meanwhile,  lto-Yokado  is 
carefully  considering  its 
future.  And  while  no  deci- 
sions have  yet  been  reached, 
Mr  ho  says  that  a Marks  and 


Spencer-type  strategy  - with 
emphasis  on  quality  and 
strength  in  apparel  - Is  one 
option  which  is  being  consid- 
ered. 

Bis  reluctance  to  make  a 
quick  decision  steins  from 
his  knowledge  of  the  Japa- 
nese consumer  “With  the 
speed  and  quantity  of  infor- 
mation constantly  Improving 
these  days,  customers  are 
becoming  mare  sensitive  to 
both  design  and  price.” 

He  said  the  group  must  be 
careftil  because  this  has  also 
led  to  shorter  and  more  dra- 
matic consumption  trends 
“where  even  mistakes 
end  up  costing  a lot  of 
money”. 
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? £200  million  5,25%  bonds 

due  6 April  2029 

Sole  Bookrunner 

YY/Y  March  1999 


At  Bardays  Capital,  we  have  always  known  what  it  would  take  to  succeed.  If  we  applied  our  £220  billion  balance  sheet  our  M credit  rating 
and  our  ability  to  devise  and  execute  focused  integrated  solutions  for  our  clients,  then  the  deals  would  come  through.  And  they  have. 
Since  January  1999/ Bardays  Capital  has  lead-managed  31  transactions  totalling  US$1 1.58  billion,  indudingthe  £200  million  issue  for  the 
Kingdom  of  Spain.  This  is  Spain's  first  Sterling  transaction  in  14  years  and  is  the  only  sovereign  credit  to  come  to  toe  Sterling  market  this  year. 

At  Barclays  Capital  we  believe  In  pushing  back  the  frontiers. 


BARCLAYS 

CAPITAL 


A SHARPER  FOCUS 

CHICAGO  • FRANKFURT  • HONG  KONG  • JOHANNESBURG  • LONDON 
MADRID  • MILAN  • MUMBAI  • NEW  YORK  • PARIS  • SINGAPORE  « SYDNEY  • TOKYO 


And  in  10  other  cities  across  the  world  www.barcap.com 

tuned  by  Barclays  Bank  PLC,  regulated  by  SFA  and  member  or  die  London  Stock  Eachen**.  Barclays  Capital  h die  hmowmae  banklnf  division  of 
Barclays  Bank  PLC  which  undertakes  US  securities  business  In  cbe  name  of  Its  wfrtUy  owned  subsidiary  Barclays  Capital  Inc.  an  NASO  member. 
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COMPANIES  & FINANCE;  THE  AMERICAS 

TECHNOLOGY  BANK  OF  AMERICA  AND  BANK  ONE  ESCALATE  COMPETITION  FOR  INTERNET  SCHEMES  
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Big  rivals  start  online  billing  services  over  internet 


By  John  Aufhers  by  New  York 

Bank  or  America  and  Bank 
One.  the  two  largest  US 
retail  banks,  launched  rival 
services  yesterday  to  offer 
customers  bill  delivery  and 
payment  online,  in  a sharp 
escalation  of  the  competition 
to  offer  banking  on  the  inter- 
net. 

The  news  came  a week 
after  a sweeping  restructur- 
ing of  the  Inteqrion  consor- 
tium. which  both  banks  use 
as  the  technology  platform 
for  their  online  banking 
products.  The  three  banks 
which  now  control  Lntegrion 
arc  BoA.  Bank  One  and 
Washington  Mutual. 


The  announcements  also 
followed  signs  that  the  fren- 
zied buying  of  online  retail- 
ing and  broking  stocks  had 
for  the  first  time  transferred 
to  small  companies  offering 
online  banking. 

Both  the  new  schemes 
allow  for  customers  to  be 
presented  with  their  bill 
online,  and  then  pay  it 
through  clicking  on  a box. 
This  is  a significant  techno- 
logical advance  on  bill  pay- 
ment schemes  currently 
available. 

Bills  can  be  paid  online, 
but  billing  companies  still 
need  to  send  the  bills  to  cus- 
tomers conventionally. 

Chicago- based  Bank  One. 


formed  by  last  year's  merger 
of  Banc  One  with  First  Chi- 
cago NBD,  will  offer  the  ser- 
vice to  all  its  customers,  con- 
centrated around  its  branch 
network  in  the  mid  west.  It 
has  signed  up  15  companies 
to  present  their  bills  to  Bank 
One  customers  online  - 
most  are  large  utilities  oper- 
ating in  Bank  One’s  fran- 
chise area. 

The  billers  have  been 
signed  up  by  Atlanta-based 
CheckFree  and  the  scheme 
has  been  in  a pilot  stage  for 
three  months. 

William  Fenitnore,  Inte- 
grion's  chief  executive, 
claimed:  “What  we  have 
delivered  here  is  what  others 


have  only  been  able  to  talk 
about.  This  is  real,  and  it 
works." 

Charlotte-based  Bank  of 
America,  formed  by  the 
merger  of  BankAmerica  with 
NationsBank,  is  trying  to 
build  relationships  directly 
with  billers.  The  bank  is 
comfortably  the  largest  con- 
sumer bank  in  the  US.  and 
believes  it  can  build  on  the 
advantage  of  this  by  estab- 
lishing its  own  network  of 
billers. 

Its  own  product  is  at  an 
earlier  stage,  and  will  be 
offered  to  all  its  customers 
in  California  later  this  year, 
but  it  is  now  being  used  only 
by  the  bank's  employees. 


The  only  bills  being  pres- 
ented on  the  system  at  pres- 
ent come  from  the  bank’s 
own  credit  card  company. 

It  will  use  the  Open  Finan- 
cial Exchange  (OFX)  soft- 
ware standard,  as  opposed  to 
IntegrioD's  IFS  standard, 
which  will  be  used  by  Bank 
One. 

According  to  Jane  Wal- 
lace, BoA's  head  of  elec- 
tronic bill  presentment,  the 
bank's  offering  will  build  on 
tbe  billing  system  Bank- 
Aroerica  bad  established  In 
California. 

She  said:  “To  the  best  of 
our  knowledge,  we  believe 
this  is  the  only  financial  ser- 
vices provider  that's  live  and 


operational  offering  elec- 
tronic bffl  presentment  using 
an  open  and  inter-operable 
standard.’’ 

She  said  the  OFX  platform 
would  allow  billers  to  invest 
in  the  technology  to  present 
bills  directly  online,  without 
worrying  that  they  would  be 
required  to  make  further 
investments  to  cover  the 
requirements  of  new  stan- 
dards. 

David  Fortney,  Integnon's 
director  of  development,  said 
the  company  had  a “pre- 
ferred relationship”  with 
CheckFree.  but  that  member 
hanks  were  free  to  decide  os 
bow  they  would  make  MD 
payments. 


JP  Morgan 
surpasses  all 
expectations 


Warner  returns  to  profit 


By  Christopher  Parties 
In  Los  Angeles 


By  Tracy  Corrigan  m New  York 

J.P.  Morgan  fulfilled 
promises  of  improved 
returns  yesterday,  delivering 
a 64  per  cent  surge  in  first- 
quarter  earnings. 

The  stock  rose  S9'.»,  nearly 
7‘-  per  cent,  in  morning 
trading  to  S138&.  after 
J.P.  Morgan  announced  earn- 
ings per  share  of  S3.01  for 
the  first  quarter. 

This  dramatically  outstrip- 
ped Wall  Street  analysts' 
estimates  or  $1.73,  according 
to  First  Call. 

Although  investment 
hanking  earnings  are  notori- 
ously unpredictable,  such  a 
wide  divergence  is  unusuaL 

The  bank  announced  first- 
quarter  net  earnings  of 
up  from  scrifim  before 
a charge  a year  ago,  on  reve- 
nues of  S2.5bn.  up  25  per 
cent. 

Return  on  equity  jumped 
to  22  per  cent,  just  below 
that  of  industry  leaders  such 
as  Merrill  Lynch.  Its  return 
on  equity  had  lagged  below 
10  per  cent  in  some  recent 
quarters,  before  charges. 

J.P.  Morgan  has  been 
struggling  for  10  years  to 
convert  its  commercial  bank- 
ing franchise  into  a profit- 
able investment  banking 
business. 

But  the  cost  of  building  its 
equities  and  mergers  and 
acquisitions  businesses  has 
depressed  returns. 

This  has  led  to  speculation 
it  could  be  a takeover  candi- 
date, although  the  hank  has 
insisted  it  wishes  to  remain 
Independent.  Investment 
ban  tong  revenues  of  $258m 
were  slightly  higher. 

Sandy  Warner,  the  bank's 
chairman,  told  shareholders 
at  its  annual  meeting  yester- 
day that  “strong  client  activ- 
ity, effective  management  of 
risk  and  cost  control  com- 
bined to  produce  a strong 
start  to  the  year". 

He  said  the  bank  bad 
made  significant  progress  in 
the  past  year  in  implement- 
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ing  its  strategic  agenda  of 
building  investment  hanking 
and  equities,  releasing 
underemployed  capital  and 
improving  productivity. 

“Sandy  Warner  has  been 
looking  down  the  barrel  of  a 
rifle  for  the  last  three  or  four 
quarters,"  said  Derek  Sword, 
bank  analyst  at  Keefe,  Bruy- 
ette  & Woods,  the  US 
brokerage. 

“He  will  go  home  tonight  a 
happy  man.  It  probably 
takes  J.P.  Morgan  out  of  the 
potential  clutches  of  a Dresd- 
ner  or  an  HSBC." 

He  added  that  although 
Morgan  bad  been  helped  by 
heavy  trading  flows,  the 
jump  in  return  on  equity 
could  not  be  attributed  sim- 
ply to  market  conditions. 
However,  he  noted  that  Mor- 
gan’s earnings  tended  to  be 
volatile,  and  it  remained  to 
be  seen  whether  the 
improved  performance  was 
sustainable. 

Morgan  raised  its.  profile 
with  landmark  deals  that 
included  the  merger  of  BP 
and  Amoco.  Credit  market 
revenues  jumped  91  per  cent 
to  $696m  on  narrowing  credit 
spreads  and  recovering  cli- 
ent demand,  the  bank  said. 

Mr  Warner  said  credit 
exposures  in  Latin  America 
and  Asia  had  been  reduced 
by  40  per  cent  and  50  per 
cent  respectively  following 
last  year’s  market  turmoil. 


Time  Warner  rebounded 
from  a $62m  loss  in  the  first 
quarter  of  last  year  to  a net 
profit  of  tl38m  this  time, 
beating  analysts'  forecasts. 

Earnings  per  share,  after 
preferred  dividends,  were  10 
cents  compared  with  a defi- 
cit of  12  cents,  in  what  Ger- 
ald Levin,  group  chairman, 
described  as  an  “exception- 
ally strong”  quarter. 

All  the  wholly-owned  divi- 
sions - publishing,  music. 
TBS  cable  networks  and  TBS 
films  - reported  strong 
growth  in  cash  flow.  The 
Entertainment  Group,  which 
includes  Warner  Bros,  the 
HBO  cable  networks  and 
cable  systems,  contributed 
S342m  In  pre-tax  profits  com- 
pared with  SI 07m  last  year. 

Warner  Bros,  the  film  and 
TV  programme  division, 
reported  cash  flow  up 
190  per  cent  at  a record 
S346m.  boosted  by  a $215m 
net  gain  from  the  early  ter- 
mination of  its  video  distri- 
bution agreement  with  Met- 
ro-Goldwyn-Mayer. 

Excluding  this  benefit. 


Back  in  the  blade  Gerald  Levin, 
group  chairman  Reuters 

cash  flow,  defined  as  earn- 
ings before  interest,  taxes 
and  amortisation,  rose  10  per 
cent,  the  company  said. 

Hit  films  in  the  quarter 
included  You  be  Cot  Mail 
and  Analyze  This.  Prospects 
for  the  new  reporting  period 
have  already  been  enhanced 
by  the  early  success  of 
Matrix  which  grossed  $77m 
in  its  first  two  weeks  on  US 
release. 

Tbe  TBS  film  division, 
mainly  comprising  Castle 
Rock  and  New  Line, 
improved  with  a record  $29m 
cash  flow  after  a $15m  deficit 


last  year  when  Castle  Rock’s 
lack  of  success  dented  the 
results. 

Cash  flow  from  publishing, 
which  includes  Time  and 
Fortune,  rose  11  per  cent  to  a 
record  $94m.  while  music 
grew  10  per  cent  to  SI 02m. 

TBS  cable,  which  includes 
CNN,  TNT  and  the  Cartoon 
Network,  also  had  a record 
quarter  with  cash  flow  up  20 
per  cent  at  8184m. 

With  Interest  sharpened 
by  big  news  events  such  as 
the  conflict  in  Kosovo  and 
the  Dow-Jones  Average's 
move  above  tbe  10.000  level. 
CNN  websites  recorded  a 
three-fold  increase  in  visits 
to  1.6bn  page  impressions. 

Cash  flow  from  the  group's 
cable  systems,  which  serve 
almost  13m  subscribers,  rose 
6 per  cent  to  $403m,  which 
represented  a 10  per  cent 
Increase  alter  adjustment  for 
sales  and  exchanges  with 
other  operators. 

Aggregate  cash  flow  for 
the  whole  group,  discounting 
these  transactions  and  the 
MGM  video  distribution  set- 
tlement. rose  24  per  cent  dur- 
ing the  quarter  and  revenues 
increased  by  7 per  cent 


German  sales  boost  Intel 


By  Paul  Taylor 


Consumer  demand  for 
high-performance  home  PCs 
is  so  strong  in  Germany  that 
Intel,  the  world's  largest 
chipmaker,  has  been  “scram- 
bling to  keep  up  with 
demand"  for  Its  Pentium  m 
microprocessors. 

Rob  Eckelmann.  head  of 
Intel's  European,  Middle 
East  and  African  operations, 
said  yesterday:  “The  German 
market  has  become  one  of 
the  real  engines  of  growth. 
On  the  consumer  side  in  par- 
ticular. people  are  buying 
the  latest  technology  at  the 
best  prices  in  the  world." 
Germany  is  Europe’s  biggest 
PC  market  and  is  fiercely 
competitive. 

Mr  Eckelmann  said  Intel 
had  not  detected  any  “Year 
2000"  effects  in  current  trad- 
ing. Some  industry  analysts 
have  speculated  that  the 
Year  2000  computer  date 


problem  might  prompt  buy- 
ers to  bring  forward  their  PC 
purchases  this  year.  How- 
ever. he  said  Intel  expected 
second-quarter  sales  to  be 
“flat  to  slightly  down"  in 
Europe  - in  line  with  nor- 
mal seasonal  variations. 

Mr  Eckelm  aim's  com- 
ments followed  the  release 
this  week  of  strong  first- 
quarter  results  from  the  US 
chipmaker.  The  company 
cited  strong  sales  of  its  Pen- 
tium IH  processors,  which 
were  launched  in  February, 
as  one  of  the  reasons  for  its 
higher-than-expected  earn- 
ings. This  could  help  dispel 
fears  of  a downturn  in  the 
high-technology  sector. 

The  results  had  been  anx- 
iously awaited  after  the 
shock  profit  warning  from 
Compaq  Computer,  the 
world’s  largest  personal 
computer  manufacturer,  on 
Friday. 

Intel’s  revenues  of  <7.lbn 


were  up  18  per  cent  from 
$6bn.  Net  income  was  S2bn, 
up  57  per  cent  from  (lJbn. 

Earnings  per  share  rose  58 
per  cent  to  57  cents,  from  36 
cents  in  the  first  quarter  of 
1998.  adjusted  for  a 2-for-l 
stock  split  earlier  this 
month. 

Gross  profit  margin  for  the 
quarter  was  59  per  cent  of 
revenues,  well  above  Wall 
Street  estimates.  The  com- 
pany said  this  was  largely 
because  of  cost  controls. 

The  US  group  said  it 
recorded  normal  seasonal 
moves  in  the  PC  market  dur- 
ing the  first  quarter  and  was 
basing  its  production  plans 
on  the  assumption  that  this 
would  continue  throughout 
the  rest  of  the  year. 

Business  had  picked  up  in 
Japan  and  was  strong  in 
Taiwan  and  China.  Europe 
also  remained  strong, 
boosted  by  the  rapid  growth 
in  internet  use. 


Hughes 
lifted  by 
DirecTV 


By  Christopher  Parties 
in  Los  Angeles 

Hughes  Electronics  stock 
rose  sharply  on  Wall  Street 
yesterday  after  tbe  company 
said  its  DirecTV  satellite 
broadcasting  venture  had 
“turned  tbe  comer"  in  the 
US. 

Although  group  cashflow 
slipped  in  the  first  quarter 
and  the  company  said  it  had 
lost  a contentious  contract 
to  launch  an  Asian  telecom- 
munications satellite  system 
- resulting  in  a one-time  pre- 
tax charge  of  - Hughes 
shares  had  risen  4 per  cent 
to  $S7Vi  at  noon. 

Excluding  exceptional 
hems,  which  included  a gain 
of  $155m  before  taxes  from  a 
legal  settlement,  profits  were 
down  25  per  cent  at  $40.1m, 
or  10  cents  a share  (13  cents). 

Michael  Smith,  chairman 
and  chief  executive,  said 
DirecTV  had  become  “a  key 
growth  and  value  driver"  for 
the  company.  With  4.8m  US 
subscribers  at  tbe  end  of  tbe 
quarter  under  review,  and 
doubled  revenues  from  its 
Latin  American  operations, 
the  division  reported  cash- 
flow of  $3Jfcn.  compared  with 
a $9m  deficit. 

DirecTV's  revenues  rose  44 
per  cent  to  8557m,  aided  by  a 
34  per  cent  increase  in  US 
sales.  While  the  Latin  Amer- 
ica service  added  70.000  sub- 
scribers for  a total  of  554,000, 
DirecTV  Japan,  42  per  cent 
owned  by  Hughes,  gained 
only  29.000.  rising  to  260.000. 

Satellite  manufacture, 
which  is  still  the  biggest 
contributor  to  revenues, 
reported  sales  of  $630m 
against  8624m.  Excluding  the 
charge  for  the  contract  can- 
cellation, cashflow  - defined 
as  earnings  before  tax,  inter- 
est, depreciation  and  amorti- 
sation - rose  21  per  cent  to 
SSOm. 

The  loss  of  the  contract 
with  Asia-Pacific  Mobile 
Telecommunications  of  Sing- 
apore was  expected,  after 
Washington  refused  on  secu- 
rity grounds  to  license  it  for 
launch  on  a Chinese  Long 
March  booster. 
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Free  internet  leading  way 
towards  the  disposable  PC 

Services  are  often  worth  more  than  hardware,  writes  Roger  Taylor 


This  week  saw  the  launch 
of  an  innovative  free  ser- 
vice providing  people 
with  everything  they  need  to 
connect  to  the  internet.  The 
news  came  just  days  after 
Compaq,  the  largest  comput- 
er-maker in  the  US.  said  it 
would  earn  roughly  half  of 
what  Wall  Street  expected  in 
the  current  quarter. 

The  contrast  between  the 
troubles  of  the  computer- 
makers  and  the  popularity  of 
new  free  internet  and  free 
PC  offers  marks  an  impor- 
tant point  in  the  develop- 
ment of  the  personal  com- 
puter - the  value  of  the 
software  and  hardware  is 
now  significantly  less  than 
the  value  of  the  services  that 
can  be  delivered  with  such 
technology.  Indeed,  it  is 
probably  less  even  than  the 
value  of  customer  informa- 
tion that  can  be  obtained  in 
return  for  a computer. 

The  latest  free  offer,  from 
PowerChannel,  has  several 
new  twists.  Customers  use 
their  televisions  instead  of 
the  usual  monitors.  Users 
get  a “freePCTV”  set-top  box 
which  plugs  into  their  TV 
and  is  operated  with  a wire- 
less remote  control  and  key- 
board. The  box  provides 
access  to  the  internet  and 
e-mail  but  cannot  perform 
the  other  functions  of  a PC. 
The  customers  get  free, 
unlimited  internet  usage 
with  the  PCTV  box. 

PowerChannel  aims  to 
make  the  offer  pay  by  col- 


lecting data  about  patterns 
of  internet  usage  and  by  sur- 
veying its  customers.  It  will 
then  sell  this  information  to 
marketing  companies  as  a 
cheaper  alternative  to  expen- 
sive public  opinion  surveys. 

FreePC.com,  which  was 
first  to  market  with  a free 
PC  offer  earlier  this  year  and 
a start-up  like  PowerChan- 
nel. also  works  on  the  fact 
that  the  value  of  the  per- 
sonal information  that  can 
be  gathered  from  customers 
in  return  for  the  PC  is  more 


The  challenges 
facing  PC-makers 
are  unlikely  to  get 
any  easier  in 
the  future 


than  the  cost  of  the  service. 
However,  most  of  tts  revenue 
comes  from  placing  adverts 
On  the  computer. 

Two  other  companies  - 
DirectWeb  of  New  Jersey 
and  Gobi  of  New  York  - are 
also  offering  “free  PCs*. 
However,  they  give  PCs  to 
people  who  agree  to  buy 
their  Internet  service.  The 
PCs  are  of  reasonable  qual- 
ity with  300  Mbs  processors, 
colour  monitors,  speakers 
and  Windows  98  software. 

These  are  not  the  latest 
and  most  up-todate  comput- 


ers. However,  they  provide  a 
level  of  functionality  which 
would  give  adequate  internet 
access  and  processing  power 
for  many  users. 

Brian  Halla,  chief  execu- 
tive of  National  Semiconduc- 
tor. the  chip  manufacturer, 
has  long  been  an  advocate  of 
the  free  PC,  and  his  com- 
pany has  been  one  of  the 
largest  beneficiaries  of  the 
growth  of  the  free  and  ultra- 
cheap  PC  market  He  says 
the  final  stage  of  the  commo- 
ditisation of  tbe  PC  market 
has  not  yet  been  reached  - 
that  will  come  with  the 
arrival  of  the  disposable  PC 
in  the  not  too  distant  future. 

This  trend  is  i inker!  also  to 

the  growth  of  handheld  com- 
puters and  other  forms  of 
internet  access  device,  such 
as  PowerChannel’s  PCTV. 
The  aim  is  to  create  devices 
that  are  easier  to  use  than 
traditional  PCs  and  which 
may  come  in  a variety  of 
forms. 

To  some  analysts,  these 
developments  mark  a sea- 
change  in  the  computer 
industry,  in  which  internet 
access  devices  could  become 
as  commonplace  and  cheap 
as  digital  watches.  Compa- 
nies such  as  IBM  are  already 
talking  about  the  post-PC 
era.  While  most  observers 
think  such  talk  is  prema- 
ture. it  is  a reminder  that 
the  challenges  facing  Com- 
paq and  the  other  PC-makers 
are  unlikely  to  get  any 
easier  in  the  future. 


By  Wffiam  HaS  in  Zorich 

More  than  half  of  all 
publicly  traded  US  internet, 
stocks,  valued  at  $200bn- 
plus,  Will  turn  out  to  be 
“completely  and  utterly 
overvalued"  in  five  years 
time,  according  to  a senior 
US  Investment  tanker. 

No  more  than  one  in  10 
will  prove  to  have  been  dra- 
matically. undervalued  at 
current  share  prices,  said 
Frank  Quattrone.  who  has 
been  behind  many  of  tbe  big- 
gest deals  in  Silicon' Valley. 

Over  the  last  four  years 
the  number  of  quoted  inter- 
net stocks  has  risen  from 
four,  valued  at  less  than 
S2bn,  to  100.  worth  $231bn. 

Over  the  same  period  their 
combined  revenues  have 
risen  from  $L3bn  to  $10bn 
while  their  combined  losses 
have  risen  from  virtually  nil 
to  Sl^bn.  “The  price  to  loss 
ratio  has  expanded  dramatic- 
ally." said  Mr  Quattrone. 
who  said  the  average  inter- 
net stock  was  trading  at  23 
times  revenues  and  many 
are  trading  at  up  to  40  times 
future  revenues. 

Mr  Quattrone.  who  hit  the 
headlines  last  year  when  he 
and  his  150-strong  team 
defected  from  Deutsche 
Bank  to  Credit  Suisse  First 
Boston,  said  that  despite  the 
high  risks,  investors  could 
afford  to  ignore  the  growing 
importance  of  the  technol- 
ogy sector.  It  has  risen  from 
5.5  per  cent  of  the  S&P  500 
index  in  1964  to  19.4  per  cent 
now. 

It  is  now  more  than  three 


fimea  tbs  ^e.pf  toe.msyr 
sector  and  as  timefrJB  Mg. 
as.  the : US  ufiffitT  sedj&jtoe 
traditional" : heavyweight- 
componeuts  of  tbe  US-stock 
indices'  ’■  - - 

“Everyone;  dpep'in  fheir 
bones  recognises  that  there 
is  a category  of  companies 
willed  internet  which’  is 
changing  the  wirld  anff  tep- 
resents  the  future  And  they 
know  that-  the  category  of 
stocks  10  years  from  iwnr 
will  be  worth'  a lot  more 
than  today.  Unfortunately 
there  are"  only  a very-  few 
stocks  they  can  invest  in." 
Mr  Quattrone  said.  ... 

-to -many  cases  stocks  dhad 
been  hid  up  to  levels,  that 
cannot  be  explained.  - 

“If  they  invest  In  -20  of 
them  they  can  make  19  mis- 
takes. and  if  they  get  one  of 
them  right  they -think  they 
will  make  an  awful,  lot  of 
money.”  said  Mr  Quattrone. 

Investors  are  ---being, 
tempted  by  the  hope  they 
ram  match  the  returns  of  the.' 
original  investors  in  Intel, 
who  have  seen  a 40.000  per 
cent  -increase  in  their  origi- 
nal stake. 

The  average  stake  of  the 
15  companies  in  Mr  .Quai- 
trone’s  technology  IPO  “Hall 
of  Famiv”,  valued  at  JL329bn, 
has  risen  by  5.756  times  and 
the  median  increase  is' 483 
times. 

Mr  Quattrone  believes  toe 
rise  in  share  prices - will 
underpin  another  “block-' 
buster"  year  for  initial  pub-  - 
lie  offerings,  mergers  and 
acquisitions  in  toe  US  high- 
tech  industry.  : 
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KPNQwest  might  seek 
stock  market  listing 

KPNQwest,  one  of  a new  generation  of  upstart  carriers 
with  ambitions  to  create  Europe-wide  telecommunications 
networks,  is  considering  a stock  market  fisting  to  help 
finance  future  acquisitions  across  the  continent,  according 
to  a US  executive  involved  in  the  venture. 

A joint  venture  agreement  between  the  Dutch  carrier 
KPN  and  US-based  Qwest  to  create  the  company  was  fin- 
alised earlier  this  week.  The  venture's  operations  wiU  be 
based  initially  on  KPN's  existing  2,100  fibre  optic  network 
and  Qwest’s  European  internet  service  provider,  EUnet, 
which  claims  nearly  84,000  customers. 

With  $B00m  in  debt  finance,  to  be  raised  from  banks' . - 
and  in  the  bond  markets  in  the  coming  weeks,  the  two 
companies  said  they  planned  to  extend  their  high-speed 
network  to  9,100  miles  by  the  end  of  2001,  spanning  most 
of  the  continent 

The  joint  venture  would  consider  a stock  market  fisting 
after  the  debt  has  been  raised,  said  Jack  McM  aster,  an 
executive  vice  president  of  Qwest  Such  a move  would  - 
give  it  “a  currency  to  expand",  he  added,  making  it  easier 
to  buy  other  internet  service  providers  and  date  services 
companies.  The  US  equity  and  junk  bond  markets  have 
proved  very  witling  to  finance  a spate  of  untested  telecoms 
ventures  in  recent  years,  supplying  bflfions  of  dollars  of 
what  amounts  to  venture  capital  to  support  a new 
high-speed  telecoms  infrastructure.  KPNQwest  is  Ificely  to 
try  to  raise  debt  in  the  form  of  euros  in  both  the  US  and 
European  high-yield  bond  markets,  Mr  McMaster  said;  : 
though  he  refused  to  say  on  which  side  of  the  Atlantic  it 
might  seek  to  list  its  shares.  Richard  Waters,  New  York 

CHEMICALS  • 


DuPont  in  joint  venture 

DuPont,  the  US-based  chemicals  and  life  sciences  group, 
said  yesterday  it  would  be  a 50  per  cent  partner  in  a joint 
venture  with  Alpek,  the  privately  owned  Latin- American - 
petrochemicals  company,  and  Japan’s  Teijin  to  produce 
polyester  filament  yam  in  the  Americas.  Terms  at  the  deal 
were  undisclosed.  The  joint  venture  wK  have  more  than 
850m  pounds  of  capacity  and  revenues  of  about  $600m. 

This  is  the  next  step  in  our  plan  to  adopt  a new  bust 
ness  model  for  DuPont’s  polyester  enterprise  based  on' 
strong  joint  ventures,-  said  Eduard  Van  Wely,  DuPont 
senior  vice  president  DuPont  and  Teffin  recently  ' : 
announced  a 50/50  global  joint  venture  to  make  and  sefl 
polyester  films.  Tracy  Corrigan,  New  York  -l. 


ENGINEERING 


Hamischfeger  faces  proxy  fight 

Hamischfeger  Industries,  the  troubled  US  manufacturer  of 
mining  and  paper-making  equipment  could  tie  headed  for 
a proxy  fight  after  a dissident  shareholder  gave  notfce  rt 
was  seeking  to  change  the  company's  bylaws  so  that  dt 
Significant  transactions"  would  have  to  be  put  to  the  :• 
group's  shareholders  and  a new  “non-management”  ebafr- 
man  would  be  brought  In  to  head  the  company 
News  of  the  potential  proxy  fight  by  Thomas  Taylor,  ah 
investment  adviser  to  the  Texas-based  Bass  family,  was 
given  in  the  fifing  with  the  Securities  and  Exchange  Com- 
mission.  Mr  Taylor  and  the  Bass  family,  weH -known  for  its 
aggressnre  investment  activity  In  struggling  companies  are 
part  of  a shareholder  group  that  that  owns  8 per  cent  of 
Hamischfeger. 

Mr  Taylor  recently  ignited  shares  in  Hamischfeger  when 

he  mentioned  in  an  earlier  filing  that  the  group  had 

received  a buy-out  approach.  Nikki  Tail,  Chicago 

BANKING 


Fleet  Financial  ahead  36% 

Fleet  Financial  Group,  the  Boston-based  bank  that  las 
month  announced  that  it  was  acquiring  BankBoston  ft 
$16bn  chalked  up  a strong  performance  in  the  first  qi 
ter  of  the  year,  with  earnings  rising  36  per  cent  to  $43 
or  72  cents  a stWB-  BV  mid-session,  Fleet’s  shares  he 

gained  more  than  toe  banking  sector  as  a whole,  uo  S 
or3.3  per  cent  at  $4416.  Terrence  Murray,  chief  execu 
sted  too  quarter ^was ; spectacular.  “The  business  mom 
tom  we  felt  m 1998  has  accelerated  in  toe  early  part  o 

84  ^brokerage  arm  Q 
& Reilly  doubled  to  $47m,  boosted  by  a strong  perfor- 
mance in  online  trading.  Overall  revenues  increased  25 
cent,  victoria  Griffith,  Boston 
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COMPANIES  & FINANCE:  UK 


Eurotunnel  seeks  US  partner  for  telecoms  side 


Eurotunnel,  which  0 ^ 

tunnfet  between 
^^ind  and  France,  is  seefc- 
juB  a US  partner  to  help  it 
develop  its  telecommunica- 
tions business,  and  is 
ataarty  ^ talks  with  some 
US  telecoms  operators. 

The  group  said  its  tele- 
coms operations  had  a turn- 
over of  £a.9m  f$i4.3n»)  Jast 
year  - three  times  that 


achieved  in  1997.  The  busi- 
ness has  two  separate  activi- 
ties: European  Telecoms, 
which  acts  as  a commercial 
telecoms  operator  providing 
services  between  London 
and  Paris,  and  a cables  infra- 
structure side. 

It  is  in  the  Bret  of  these 
two  businesses  that  Euro- 
tunnel hopes  to  find  a part- 
ner. Eurotunnel  moved  into 
the  telecoms  market  in  1996 
after  the  European  industry 


was  deregulated'  - taking 
advantage  of  :the  spare 
capacity  on  its.  own  fibre 
optic  network  which  it  uses 
for  operational  equipment 

Alain  Bertrand,  managing 

director  of  the.  telecoms 
operations,  said  the  .network 
bad  been  completed  at-  the 
start  of  this  month.  The 
group  hopes  that  its  busi- 
ness will  attract  US  telecoms 
operators  which  do  not  yet 
have  European  operations. 


while  it  needs  the  marketing 
experience  that  an  estab- 
lished telecoms  company 
would  bring.  “We  are  hot  big 
enough  to  generate  many 
more  contracts,**  said  Mr 
Bertrand.  “But  together  we 
could  accelerate  and  invest 
in  further  geographic  devel- 
opment in  mainland 
Europe." 

Eurotunnel  would  con- 
sider setting  up  a- joint  ven- 
ture with  a partner,  or  let- 


ting ft  take  an  equity  stake 
in  its  telecoms  business. 

"We  are  having  interesting 
conversations.”  said  Mr  Ber- 
trand. “I  think  things  could 
speed  up  this  spring.** 

- Eurotunnel  Telecoms  h86 
20  operators  and  companies 
using  Its  services. 

The  cables  business  allows 
operators  to  install  their 
own  equipment  as  well  as 
providing  cabling,  installa- 
tion and  maintenance  ser- 


vices for  customers.  The  dry 
environment  of  the  tunnel 
enables  high-capacity  cables 
to  he  put  in  place  quickly 
and  maintained  much  more 
easily  than  by  running  them 
over  the  sea  bed. 

The  business  has  Just  com- 
pleted the  installation  of  a 
cable  in  support  of  British 
Telecommunications*  pan- 
European  network. 

Eurotunnel  shares  rose 
6ftp  to  99p. 


NEWS  DIGEST 


BANKS 


Midland  takes  over 
Mid-Med  Bank  of  Malta 


Midland  Bank,  the  UK  subsidiary  of  HSBC  Holdings,  is  to 
take  control  of  Mid-Med  Bank,  in  a deal  that  values  Mal- 
ta s largest  commercial  bank  at  about  LMlQ2m  ($258m).  ft 
agreed  yesterday  to  buy  the  69.8  per  cent  holding  in  Mid- 
Mea  owned  or  controlled  by  the  Maltese  government,  and 
to  make  an  offer  for  the  outstanding  minority  at  the  same 
price.  Midland  is  the  only  International  bank  with  a full 
banking  licence  in  Malta.  HSBC  said  yesterday  it  would 
review  whether  Midland's  one  local  branch  and  MId-Med's 
60-plus  branches  would  continue  to  be  run  separately. 

Midland  has  agreed  to  pay  1.537  times  Mid-Med 's  net 
assets  of  $1B3m  at  September  30  199a  Subject  to  adjust- 
ment after  due  diligence,  this  would  value  Mid-Metfs 
shares  at  LM2.90,  a 31  per  cent  premium  over  the  average 
price  over  the  past  six  months,  and  the  government's 
direct  and  indirect  stake  at  almost  LM71m.  The  govern- 
ment will  also  receive  LM12m  to  provide  guarantees  and 
to  accept  deferred  payment  of  part  of  the  purchase  price. 
Clay  Harris  and  Godfrey  Grima 


PUBLISHING 


Elsevier  ‘always  talking’ 


Reed  Elsevier  told  shareholders  in  Elsevier,  the  Dutch  half 
of  the  Anglo- Dutch  publisher,  that  it  was  "always  talking” 
to  fellow  publishers  and  competitors  on  “all  forms  of 
co-operation".  The  comments  at  Elsevier's  annual  meeting 
rn  Amsterdam,  from  Herman  Bruggink,  co-chief  executive, 
followed  speculation  that  the  group  had  renewed  talks 
with  Wotters  Kfuwer,  the  Dutch  group  with  which  ft  almost 
merged  last  year. 

Mr  Bruggink  added  that  he  could  "give  no  guarantees" 
that  the  company's  new  chief  executive  would  be 
appointed  soon.  Last  week  Reed  Elsevier  ended  discus- 
sions with  the  leading  candidate  for  the  job,  Jonathan 
Newcomb,  chairman  and  chief  executive  of  Simon  & 
Schuster,  the  US  book  publishing  group. 

At  the  meeting  yesterday,  Elsevier  shareholders 
approved  the  implementation  of  the  unitary  management 
structure  proposed  last  year,  with  a single  chairman  and 
chief  executive.  Reed  International’s  annual  meeting  is  due 
to  take  place  In  London  today.  Cathy  Newman  ■ . . 


RETAILERS 


bid  rejection 


By  Nonna  Cohen 


Greycoat,  the  City  of  London 
property  company  which  has 
put  itself  up  for  sale,  yester- 
day reported  a 29  per  cent 
rise  in  net  asset  value  for  the 
year  ended  March  31  to  283p 
per  share,  and  reiterated  its 
rejection  of  an  all-paper  bid 
worth  194p  a share  by  its 
smaller  rival.  Delancey 
Estates. 

Greycoat,  through  its 
adviser,  NM  Rothschild, 
have  announced  a tender 
offer  for  the  company  in 
which  prospective  buyers 
are  to  submit  sealed  bids  to 
be  agreed  by  mid-May.  The 
move  is  being  widely 
watched  by  the  property 
industry  where  smaller  com- 
panies face  growing  pressure 
to  improve  returns  to  share- 
holders, either  through  a 
merger  or  liquidation  of 
their  assets. 

In  March.  Delancey  marip 
its  bid.  valuing  Greycoat  at 
I94p  a share.  “Delancey’s 
offer  is  only  in  Delancey 
shares,  which  are  of  uncer- 
tain value  and  liquidity,” 
said  Michael  Beckett.  Grey- 
coat’s chairman,  in  a letter 


Peter  Thornton,  diet  executive  of  Greycoat,  left,  with  Martin  Foote,  finance  director  and  Cfais 
Strickland,  development  director,  at  Tower  AS.  - formerly  NatVtest' Tower- London  EC2  OoRnBeere 


to  shareholders.  "Simply 
put,  Delancey*s  share  offer  is 
at  the  wrong  price  and  in  the 
wrong  currency.” 

More  than  70  per  cent  of 
Delancey’s  shares  are  owned 
by  members  of. the  RJtblat 
family  - including  James 
Ritblat's  father.  British  Land 


chairman  and  chief  execu- 
tive John  Ritblat  - and  enti- 
ties connected  with  investor 
George  Soros. 

Greycoat  shares  jumped 
19p  to  close  at  234  ftp,  while 
Delancey  shares  closed 
unchanged  at  98p.  Analysts 
said  the  share  price  move- 


ments suggested  investors 
expect  another  offer,  proba- 
bly in  cash. 

James  Ritblat,  managing 
director  of  Delancey.  yester- 
day declined  to  be  drawn  on 
whether  he  will  improve  his 
offer,  saying  only  "I  am 
reviewing  the  position." 


COMMENT 


Greycoat 


How  timely.  A much,  higher 

than  expected  29  per  cent 
Increase  in  Greycoat's  net 
asset  value  has  sparked  a 9 
per  cent  leap  in  the  City  of 
London  property  company's 
shares.  This  leaves  Delancey 
Estates'  attempt  at  a hostile 
all-share  reverse  takeover 
sprawling  in  the  dust  Sev- 
enty. per  cent-owned  by 
George  Soros’s  funds  and 
managed  by  Jamas  Ritblat. 
son  of  the  chairman  and 
chief  executive  of  British 
Land.  Delancey  is  offering 
just  194p  in  its  own  illiquid 
paper.  True,  Greycoat's 
shares  at  235p  are  stOl  a good 


6rep»atflMaiic8y  Estates 
Stare  prta»FBtaflie  in  the 
FTSE  AB- Share  Men 
130  ■ - ' — - — L_ 


taycoat 


way  below  its  revised  NAV  of  283p.  But  Delancey's  offer 
looks  long  on  chutzpah  and  low  on  credibility. 

However,  it  is  not  just  a question  of  price.  The  idea  of  Mr 
Soros  looming  over  the  merged  company's  share  register 
does  not  appeal  to  everyone:  his  funds  would  hold  over  a 
quarter  of  the  new  group's  share  capital  at  today's  prices. 
And  notwithstanding  Mr  Ritblat’s  famous  father,  Delancey's 
management  is  an  unknown  quantity  as  far  as  the  public 
market  is  concerned,  even  if  Mr  Soros  is  a fan.  Quite 
sensibly,  therefore.  Greycoat  has  launched  itself  into  finding 
a better  offer:  setting  up  a sealed  bid  auction  among  inter- 
ested parties  Is  a good  way  of  accelerating  this  process.  With 
any  luck,  shareholders  should  get  a recommended  bid  by 
mid-May. 


Halifax 


Halifax’s  plan  to  create  a single  high  street  network  out  of 
its  retail  banks  and  estate  agencies  sounds  good  in  theory. 
After  all,  it  enables  the  UK’s  leading  mortgage  lender  to 
save  £50m  by  disposing  of  224  estate  agency  outlets,  repre- 
senting over  a third  of  its  total.  The  logic  is  that  greater 
integration  will  lead  to  juicy  opportunities  for  cross-sefling. 
Some  10  per  cent  of  the  value  of  Halifax's  outstanding 
mortgage  book  originated  from  the  estate  agency  network  in 
1998. 

Unfortunately,  all  the  evidence  from  other  corporate 
estate  agencies  is  that  it  is  hard  to  justify  this  vertical 
integration.  Hence  the  mass  exodus  of  financial  institutions 
from  the  business  over  the  past  few  years.  Nor  does  the 
cultural  fit  between  box-ticking  commercial  bankers  and 
free-wheeling  estate  agents  look  that  natural  either.  It  would 
be  better  if  Halifax  copied  its  peers  and  quit  the  business 
altogether. 


US  Steel  fund 
votes  for  Electra 


By  Katharine  Campbell 


M&S  franchise  in  Turkey 


Marks  and  Spencer,  the  retailer,  is  expected  today  to 
name  a new  franchise  holder  forTurkey  after  the  previous 
one  ran  into  financial  difficulties  unrelated  to  the  retafl 
business.  M&S  is  understood  to  have  signed  an  agreement 
hi  London  this  week  with  Rba  Holding,  a francs  and  retafi 
group  that  owns  Ftnansbank,  a middle- tier  bank,  and 
Gima,  a domestic  chain  of  54  grocery  stores. 

Leyta  Boulton  in  Ankara  - 


US  Steel  and  Carnegie 
Pension  Fond  has  voted  its 
33  par  cent  stake  in  favour 
of  Electra  Investment  Trust 
and  its  reconstruction  pro- 
posals -which  are  due  to  be 
put  to  an  extraordinary 
meeting  today. 

Electra  is  fighting  a £L3bn 
(52-lhn)  cash  and  paper  bid 
from  31.  and  needs  75  per 
cent  of  the  votes  cast  to 
push  through  the  proposals. 
If  it  succeeds,  the  hid  wOl 
lapse.  GE  Investments, 
whirfi  manages  pwwi™ 
money  for  General  Electric 
of  the  US  ami  also  owns  2.4 
per  cent  of  the  trust,  has 
also  voted  for  Electra. 


The  vote  looked  delicately 
■balanced,  according  to  ana- 
lysts. as  a single  trade  of 
2.68m  shares  (L5  per  cent) 
went  through  yesterday  at 
750p.  accounting  for  the  bulk 
of  the  day’s  trade.  The  bar- 
gain- was  done  by  Warburg 
market  makers.  Electra 
closed  at  725p,  up  lftp.  The 
3i  offer  was  worth  744p  at 
the  close. 

Brokers  said  the  purchaser 
would  not  be  able  to  register 
. in  time  to  vote  today. 

The  Takeover  Panel  con- 
firmed that  it  completed  Its 
examination  of  trading  in  3 
shares  last  Friday,  as 
requested  by  Electra,  and 
would  take  no  further 
action. 


Halifax  to  sell  a third  of  agencies 


By  Christopher  BroanHfeimes 


Halifax  said  yesterday  it 
would  cut  1.500  jobs  by  sell- 
ing more  than  one  third  of 
its  estate  agencies  in  a 
sweeping  overhaul  of  its 
high  street  operations. 

Some  224  estate  agencies 
will  go  by  the  end  of  August, 
leaving  the  UK’s  biggest 
mortgage  provider  with  382 
outlets. 


The  move  will  help  the 
group  integrate  its  retail 
banking  outlets  and  estate 
agencies  to  create  a single 
high  street  network  and 
pnhancp  cross-selling  oppor- 
tunities. 

Savings  are  estimated  at 
£50m  ($81m)  a year, 

although,  initially,  sales  are 
expected  to  foil  by  up  to 
£30m.  There  will  be  an 
exceptional  charge  of  up  to 


£25m  with  a farther  £120m  of 
goodwill  - previously  writ- 
ten off  against  reserves  - 
taken  through  the  profit  and 
loss  account 

It  is  the  hank's  second  big 
initiative  this  year  - follow- 
ing earlier  plans  to  hand 
back  £1.5bn  to  shareholders  - 
and  is  part  of  a drive  to  put 
behind  it  two  difficult  years 
when  it  is  widely  perceived 
to  have  lost  strategic  direc- 


tion. James  Crosby,  chief 
executive,  said  the  new 
structure  would  be  more  cus- 
tomer focused. 

Harry  Hill,  managing 
director,  said  he  was  inter- 
ested in  all  the  outlets. 
Bradford  & Bingley,  which 
last  year  bought  the  Black 
Horse  estate  agencies  from 
Lloyds  TSB,  is  also  under- 
stood to  be  interested  in 
some  sites. 
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For  further  information 
please  contact: 


Pal  Looker  iu  Manchester 
Tel:  ^44  161  834  9381 
Fax:  +44  161  832  924S 
Email:  pat.lookcr3  FT.com 


or  Haj  Haffejee  in  London 
Tel:  +44  171  S73  4281 
Fax:  _44  171  873  4862 
Email:  haj.fuffejee^FT .com 
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No  FT,  no  comment. 


JJ*.  Morgan  8:  Co. 

Incorporated 


-rat* 


US$300,000,000 
Subordinated  floating 
notes  due  April  2005 

Netofc  hereby 

the Inrerere period  iSAprf  . 

1 999  to  l £ October  l»99tbo\ 
netti  W*  carry  3it  tewwt 
of  SC  per  awl  taw"*** 
pay*b*e  or  15  Getobfr  1W? 
writi  amount  oa  US*  27XW  per 
USS&MO  now  and  USS154!.» 
net  USUOOJDOO  nre- 


-Qobol  Agency  Trust  Srtyfcasj 
OdbaribNA.  Lawton 
ISApriilW?  

cmBANcer 


% 


NATIONAL 

Abdij  Nationaal  First  Capital  B.V. 

(IncotparattdnTkeNeAohridr.  sumaoryseo^TbeHagus) 

US.  $100,000,000  . 


Subordinated  Guaranteed 
IToaring  Rate  Note  Doe  2003 
For  the  interest  Period  14th  April.  1999  to  14th  Ocroba.  1999, 
the  Notes  will  carry  an  interest  Rare  of  525%  per  annum,  the 
Coupon  Amount  payable  per  US.  $1,000  Note  will  be  US. 
$26.69,  and  for  the  US.  $10,000  Note,  US.  $26&88,  and  for  the 
US.  $1 00X00  Nore,  US.  $2,668.75.payaHe  oc  MthOanben  1999. 


Bankers  Trust 
Company,  London 


Agent  Bank 


U.S.  $250,000,000 

il 


f frKOtporatadwIthBiT^bbmylnthaSt^ofVkaoria.^ straBa) 
• Undated  Subordinated  Floating  Rate  Notes 
Notice  is  hereby  riven  that  forthe  six  months  Interest  Period 
from  April  15, 1999  to  October  15, 1998  Ite  Notes  carry 
an  Interest  Rate  of  5.2125%  per  annum.  The  interest 
payable  on  the  retevtart  Merest  payment  date.  October  15, 
1999*0  be  US.  $8,624.22  and  US.  S2W.97  tespedMy  for 
Notes  in  denomfciaflons  of  U.S.  $250,000  and  UA  $10,000. 


By:  The  Chase  Manhattan  Bank 
London.  Agent  Bank 
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FINANCIAL TMES  .• 

The  FT  can  help  you  reach  additional  business 
readers’  In  France.  Our  link  with  the  French 
business  newspaper.  Ces  Echos,  gives  you  a 
unique  recruitment  advertsii^  opportunity  to 
capitalise  on  the  FTs  European  readership. 

and  to  target  toe  French  businos*  world.  - 
. For  bifonnatlon  on  rates  and  farther  dalaib  . 


TobyFfadarvC»f»on+44l71  873349? 


Earnings  shown  basic.  Undents  shown  net  Bpaes  n brackets  are  tor  comepondng  period.  Aftte  eaapttanal  charge,  nfinas  rental  Income.  fOn  reduced  opitsL  tOn 
increased  cariai-  ftrteh  SSSSL  &*itB  ffiik  


ANNUAL  GENERAL  MEETING  OF  SHAREHOLDERS 


TNT  POST  GROUP  N.V. 
With  its  registered  office  in 
Amsterdam,  the  Netherlands 


INVITATION  TO  ATTEND  THE  ANNUAL  GENERAL  MEETING  OF  SHAREHOLDERS 
OF  TNT  POST  GROUP  N-V.  C^PG). 


TO  BE  HELD  ON  THURSDAY,  MAY  6,  1999  AT  10  AM  IN  THE  RAI, 
EURO  PAP  LEIN,  AMSTERDAM,  THE  NETHERLANDS. 


The  agenda  for  the  annual  general  meeting  is  as  follows: 

1 Opening  and  announcements 

2 1998  annual  report  of  the  Board  of  Management 


3 a Approval  of  the  1998  financial  statements 
b Discharge  of  the  members  of  ihe  Board  of 
Management  and  the  members  of  the  Supervisory 
Board 


entitled  to  attend  the  meeting  at  TPG  headquarters, 
Neptunussrraat  41-63,  2132  JA  HoofiJdorp,.die 
Netherlands,  and  at  tire  offices  of  ING  Bank  N.V„ 
Foppingadreef  7,  1000  BV  Amsterdam,  the 
Netherlands,  and  can  be  obtained  free  of  charge. 
The  information  as  referred  to  in  article  142  (3)  of 
Book  2 of  the  Dutch  Civil  Code  is  included  in  the 
explanatory  notes  to  the  agenda. 


4 Appointment  of  members  of  the  Supervisory  Board 
a Opportunity  to  make  recommendations  for  the 
appointment  of  members  of  the  Supervisory  Board 
b Opportunity  to  object  to  the  appointments 
proposed  by  the  Supervisory  Board 
-c  Announcement  of  vacancies  on  the  Supervisory 
Board  expected  at  the  next  annual  general  meeting 
of  shareholders  in  2000 


Holders  of  registered  ordinary  shares  who  wish  to  attend 
the  meeting  must  notify  the  Board  of  Management  in 
writing  on  or  before  April  29,  1999. 


.5  . Extension  of  the  authorization  of  the  Board  of 
■ Management  to  issue  shares 


Holders  of  bearer  shares  who  wish  to  attend  the  meeting 
must  deposit  their  shares  on  or  before  April  29, 
1999,  with  ING  Bank  N.V.  in  Amsterdam,  ABN 
AMRO  Bank  N.V.  in  Amsterdam  or  Rabobank 
Nederland  in  Utrecht.  The  previous  sentence  also 
applies  to  persons  who  are  eroded  to  attend  the 
meeting  by  virtue  of  a usufruct  or  pledge  established 
on  dares. 


fi  Authorisation  of  the  company  to  acquire  its  own 
shares 


T Questions 
8 Close. 


The  right  to  attend  the  meeting  can  be  exercised  by  a 
written  proxy,  for  which  purpose  forms  can  be 
obtained  from  the  above  addresses  free  of  charge. 
The  written  proxy  must  be  received  by  the  Board  of 
Management  on  or  before  April  29, 1 999. 


The  -complete  agenda.  Including  explanatory  notes, 

financial  statements,  the  annual  report  and  other 

infra  in* lion  as  referred  to  in  article  392  (I)  of  Boole 
2 of  the  Dutch  Gvil  Code,  are  available  for 
Inspection  by  shareholders  and  other  persons 


Persons  entitled  to  attend  the  meeting  may  be  asked  for 
identification  prior  to  being  admitted.  You  are 
therefore  asked  to  cany  a valid  identity  document 
with  a photo  such  as  a passport  or  drivers  licence. 


7Jie  Bawd  of  Manogement 
Amsterdam,  April  iS,  1999 
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FINANCIAL  TIMES  THURSDAY^ 


22 


TECHNOLOGY 


Objectivity  and 


the  cash  factor 


Is  industry-funded  research  inevitably 
tainted  and  should  backing  always  be 
disclosed?  Vanessa  Houlder  reports 


Science  under 
scrutiny 


Scientists  pride  themselves 
on  being  dispassionate  and 
objective.  But  increasingly, 
questions  are  being  asked 
about  whether  their  judg- 
ment Is  affected  by  tbe 
source  of  their  funding. 

The  issue  came  up  this 
week  when  the  UK  govern- 
ment announced  plans  to 
overhaul  a scientific 
advisory  body  after  claims  it 
was  tarnished  by  links  to  the 
biotechnology  industry.  “A 
bunch  of  moonlighting 
industry  boffins."  was  the 
unflattering  description  used 
by  some  campaigners. 

The  decision  did  not,  in 
itself,  say  anything  about 
the  scientists’  judgment  It 
was  designed  to  calm  public 
fears  over  genetically- 
modified  craps,  rather  than 
respond  to  specific  allega- 
tions of  bias. 

But  it  highlights  a much 
broader  issue:  are  scientists 
who  receive  industry  fund- 
ing Invariably  tainted?  Or 
victims  of  a slur  which  falls 
to  take  account  of  the  reali- 
ties of  modern  science? 

Tbe  importance  of  this 
issue  has  been  underlined  by 
a sea-change  in  attitudes  to 
industry  funding  of  univer- 
sity research  over  the  past 
two  decades. 

In  the  US  and  elsewhere, 
academics  have  been  encour- 
aged to  supplement  govern- 
ment funds  by  seeking  addi- 
tional research  money  from 
industry.  At  the  same  time, 
a more  entrepreneurial  spirit 


on  the  part  of  academic  sci- 
entists and  research  institu- 
tions has  led  to  a profusion 
of  research-based  companies. 

This  has  enriched  univer- 
sities, scientists  and  the 
economy  as  a whole.  But  it 
may  also  have  eroded  tbe 
reputation  of  universities  for 
impartiality. 

Richard  Strohman,  profes- 
sor at  the  University  of  Calif- 
ornia. Berkeley,  has 
observed:  “Academic  biolo- 
gists and  corporate  research- 
ers have  become  indistin- 
guishable. Special  awards 
are  given  for  collaborations 
between  these  two  sectors 
for  behaviour  that  used  to  be 
cited  as  a conflict  of 
interest" 

Critics  of  industry- 
sponsored  research  point  to 
studies  in  which  the  results 
appear  to  have  been  “spun" 
in  the  industry’s  favour.  The 
tobacco  industry,  for  exam- 
ple. has  engaged  scientists, 
'particularly  in  the  US,  to 
publish  papers  calling  into 
question  the  many  studies 
Indicating  the  dangers  of 
smoking,  according  to  Pro- 
fessor Tom  Sorell  of  the  Uni- 
versity of  Essex,  writing  in 
the  British  Medical  Journal 
last  year. 

“Rather  like  lawyers  argu- 
ing a case  according  to  cli- 
ents' instructions,  the  hired 
researchers  have  often 
claimed  that  the  apparently 
damaging  evidence  is  not 
full  enough  or  have  brought 
up  arcane  methodological 
objections.  And  the  partisan- 
ship of  some  of  these  papers 
has  often  been  concealed," 
he  said. 

This  sort  of  abuse  should, 
in  theory,  be  detected  by  the 
academic  journal  editors  and 


reviewers  who  decide 
whether  to  publish  research. 

But  should  tbe  readers  of 
published  research  be  told 
about  the  author’s  business 
links?  This  question  was 
widely  aired  following 
research  by  Sheldon  Krim- 
sky,  a professor  at  Tufts  Uni- 
versity, which  showed  that  a 
third  of  a group  of  scientists 
in  Massachusetts  had  finan- 
cial interests  in  work  that 
they  published  in  academic 
journals  In  1992.  The  perva- 
sive links  between  business 
and  academia  led  him  to 
argue  for  "open  publication 
Of  financial  disclosures". 

Some  Journals  have  tack- 
led this  issue  by  publishing 
a note  at  the  bottom  of 
articles  about  the  financial 
interests  of  contributors. 
Others  are  considering 
whether  to  follow  suit. 
Nature,  for  example,  is  dis- 
cussing whether  introducing 
this  practice  would  address 
potential  concerns  about 
transparency. 

But  some  argue  against 
disclosure.  One  counter 
argument  is  that  the  declara- 
tion of  business  interests 
tends  to  give  undue  impor- 
tance to  just  one  source  of 
influence,  ignoring  the  aca- 
demic, personal  and  political 
issues  that  can  often  be 
more  powerful  - although 
less  easy  to  identify. 

“Would  the  impact  on 
readers  of  a declaration  of 
interest  differ  from  that  of  a 
statement  that  the  success  of 
the  next  grant  application 
would  be  that  much  greater 
as  a result  of  publication?" 
asked  a Nature  editorial  two 
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stake  on  the 


Sponsors  that  cede 
control  of  academic 
studies  can  still  reap 
rewards,,  writes 

David  Pilling 


years  ago. 

Richard  Horton,  editor  of 
The  Lancet,  is  unconvinced 
by  the  case  for  disclosure, 
because  of  concerns  that 
readers,  faced  with  a conflict 
of  interest  statement  at  the 
end  of  the  article,  may  tend 


to  dismiss  research  without 
judging  it  on  its  merit  “You 
are  almost  saying  ‘don’t  read 
it  at  its  face  value'."  he  says. 

He  is  also  critical  of  the 
practice  of  some  journals  of 
barring  researchers  with 
relevant  financial  interests 
from  writing  reviews.  “I 
think  it  is  potentially  stifling 
debate,”  he  says. 

He  points  out  that  indus- 
try tends  to  seek  out  the 
researchers  with  tbe  best 
reputations  in  their  field. 
There  is  a danger  that  jour- 
nals which  exclude  contribu- 
tions from  industry-funded 
scientists  confine  themselves 


to  "Grade  B”  researchers,  he 
says. 

This  highlights  a wider 
issue  about  tbe  limitations 
on  scientific  debate  that  may 
follow  from  industry  spon- 
sorship. Does  commercial 
involvement  lead  research- 
ers to  play  down  relevant 
data  and  delay  or  withhold 
publication  of  negative  find- 
ings? 

A study  by  David  Blumen- 
thal.  bead  of  bealth  policy 
research  at  Massachusetts 
General  Hospital,  found  that 
commercial  interests  com- 
monly led  to  a delay  in  pub- 
lication of  scientific  findings. 


Reasons  Included  a desire  to 
protect  their  scientific  lead 
and  slow  the  dissemination 
of  undesired  results. 

The  selective  publishing  of 
results  is  not  a widespread 
problem.  But  it  is  a signifi- 
cant source  of  potential  bias, 
because  it  is  harder  to  detect 
and  police  than  distortions 
in  published  research.  The 
closer  relationship  between 
academia  and  industry  has 
brought  countless  benefits  - 
but  sometimes  at  a price. 


This  is  the  fourth  article  m a 
series  on  scientific  regulation, 
which  continues  next  week. 


When  Professor  Rury 
Holman  of  Oxford  University 
asked  Bayer  to  sponsor  a 
five-year  study  cm  the  treat- 
ment of  diabetes,  he  was  not 
expecting  the  German  drugs 
company  to  provide  all  the 
cash.  The  study  into  the- 
effects  of  lowering  choles- 
terol in  diabetes  patients 
was  long  and  expensive. 
Moreover,  it  included  a drug 
made  by  a direct  competitor, 
Fournier  of  France. 

To  Prof  Holman's  surprise, 
Bayer  offered  the  full  £10 .4m . 
$I6.75m.  The  question  Is. 
why?  Not  only  would  Bayer 
have  no  control  over  the  Lip- 
ids in  Diabetes  Study,  which 
had  been  conceived  and 
designed  in  academia,  but  it 
would  not  get  a glimpse  of 
the  results  for  five  years. 
Even  then,  the  findings 
might  show  that  neither 
Bayer's  cerivastatin,  nor 
Fournier's  fenofibrate  had 
the  desired  outcome  of 
reducing  cardiovascular  dis- 
ease in  diabetics.  Perhaps 
worse,  the  French  compa- 
ny’s drug  might  do  better. 

But  if  the  study,  which 
covers  5,000  patients,  pro- 
duced the  desired  result, 
Bayer  would  have  much  to 
gain.  The  study  aims  to 
prove  that  reducing  lipid  lev- 
els in  people  with  adult- 
onset  diabetes  can  signifi- 
cantly reduce  the  risk  of  cor- 
onary heart  disease,  from 
which  diabetics  are  three 
times  as  likely  to  suffer. 


If  Prof  Holmattjs  osfifc:  a 
big  new  market  oouW  epjm 
for  cerivastatin,  which  last 
year  racked  up-  DM26Qni 
(2109.8m)  in  sales..  AJ&Mgh 
there  are  several  other1 'sta- 
tins on  the  market.  Bayet^s 
would  be  the  only  (me  with 
proven  efficacy  in  diabetes. 

“If  they  get  a hjfefc^nrfDe, 
bona  fide  study  like  this  that 
gives  a good  result  then  tfs 
r*ch  in  the  bank  for  them,? 
says  Prof  Holman.  . 

But  it  takes  a “brave"' 
company  to  go -head-to-head 
with  a competitor,  he  says,, 
adding  that  there  was • a 
series  of  "delicate  negotia- 
tions" before  Bayer  agreed 
to  proceed. 

“It’s  not  unusual' for  usr  to 
do  this,"  says  Sylvia  Barber 
of  Bayer  UK.  “We  recognise 
the  need  for  academiol ed 
studies."  Bayer  stands  to 
gain  from  the  “increased 
credibility'  of  any  results, 
which  are  likely  to  be  a bet- 
ter reflection  of  real  diriical 
practice  than  industry-led 
trials  conducted  primarily 
for  the  benefit  of  regulators. 

Prof  Holman  believes  the 
“symbiotic  relationship" 
that  hag  evolved  between 
academia  and  Industry, 
though  occasionally 
strained,  is  workable. ' 

“You  have  to  ensure  that 
the  project  is  not  hijacked  by 
private  industry,  that  it  is 
academically  dean,"  he  says. 

Drug  companies  prefer  to 
design  trials  themselves 
before  looking  for  arnriamira 
to  conduct  them,  he  says. 

If  academics  can  persuade 
them  to  do  it  the  other  way 
round,  they  can  tap  into  a 
rich  source  of  funding  and 
maintain  their  indepen- 
dence. 


To  the 

shareholders 


QM  Great  Nonfic  Ltd. 

'•  A WMd C— — — uii'«ai 


The  Annual  General  Meeting 
of  the  Company  will  be  held  on 
Tuesday  27  April  1999  at  3.30  p.m. 
at  th*  Falkoner  Gentrer.  Faikoner  Allc  9. 
DK-2000  Frederiksbog,  co  ctansact  die 
following  business: 


d) 


Report  on  tbe  Company's  activities 

Presentation  of  the  annual  accounts  for  approval  and 
discharge  of  the  Board  of  Directors  and  the  Executive  , 
Management  from  their  obligations 

Resolution  for  the  distribution  of  the  net  profit  for  the 
year,  including  tbe  declaration  of  a dividend  on  tbe 
shares  of  tbe  Company 

Board  resolution  to  amend  Article  8 (1),  1"  sentence  of 
tbe  Articles  of  Association  (place  of  general  meetings) 


Board  resolution  to  authorise  the  Board  of  Directors  to 
transfer  DKK  60,176.236  from  the  Company's  share 
premium  fond  to  free  reserves  (other  reserves) 

Resolution  that  the  Board  be  entitled  to  acquire  up  to 
10  per  cenrof  own.sbares 


Election  of  Board  members 


Appointment  of  2 auditors  for  tbe  period  until  tbe  next 
annual  general  meeting 


According  to  Article  16  of  the  Articles  of  Association,  the 
resolution  proposed  under  item  d)  on  die  agenda  can  be 
passed  only  insofar  as  at  least  one  fourth  of  the  share  capital 
is  represented  at  the  Annual  General  Meeting  and  insofar  as 
the  resolution  is  carried  by  at  least  two  thirds  both  of  the 
votes  cast  and  of  the  voting  share  capital  represented  at  tbe 
meeting. 

In  the  event  that  the  required  amount  of  tire  share  capital  is 
nor  represented,  bur  where  the  resolution  is  carried  by  the 
qualified  majority  of  votes  specified  above,  another  general 
meeting  shall  be  convened  within  tbe  subsequent  fourteen 
days,  at  which  meeting  tbe  resolution  will  be  passed  by  the 
qualified  majority  specified  above,  irrespective  of  tbe  amount 
of  the  voting  share  capital  represented  at  the  meeting. 

From  Thursday  1 5 April  1999  the  agenda  and  the  full  and 
complete  resolutions  to  be  proposed  at  tbe  Annual  General 
Meeting,  as  well  as  the  Annual  Accounts  and  consolidated  ac- 
counts, including  die  Auditors’  Report  and  tbe  Report  of  the 
Directors,  will  be  available  for  inspection  by  the  shareholders 
at  (be  Company's  registered  office,  Kongens  Nycorv  26,  third 
floor.  1016  Copenhagen  K,  Denmark,  and  at  the  Company's 
offices  in  Great  Britain,  Great  Nordic  House.  204  Godstone 
Road,  Carerham,  Surrey  and  ar  Unihank,  107  Chea pride, 
London  EC  2W  6 DA  Not  later  than  eight  days  prior  to  tbe 
Annual  General  Meeting,  die  above  material  will  also  be  sent 
to  every  shareholder  on  tbe  Company’s  register  of  members 
az  such  address  as  tbe  shareholders  have  supplied  to  the 
Company. 


Admission  cards  co  the  Annual  General  Meeting  will,  until 
five  days  prior  to  the  Meeting,  be  available  on  request  from 
tbe  Company's  office  from  Mooday  to  Friday  between  tbe 
hours  of  10  a.m.  and  4 pan.  to  any  shareholder  who  can 
prove  a good  title  to  his  shares.  The  ownership  of  shares  is- 
sued to  bearer  shall  be  proved  by  the  presentation  of  an  origi- 
nal statement  of  account  of  the  shareholder's  holding  of 
Company  shares,  dated  16  April  1999  and  issued  by  die 
shareholder's  account-holding  bank. 


Any  right  to  vote  shall  be  conditional  upon  the  voting  share 
being  registered  in  (he  name  of  tbe  shareholder  and  entered 
in  the  Company's  register  of  members  and  upon  the  share- 
holder bang  entitled  to  attend  the  meeting  pursuant  to  die 
above-mentioned  provisions.  Where  the  shareholder  has  ac- 
quired shares  by  way  of  tnnsfoi;  the  share  shall  furthermore 
have  been  registered  in  the  name  of  the  shareholder  by  the 
date  when  the  Annual  General  Meeting  is  convened,  or  the 
shareholder  «hall  have  submitted  notification  and  documen- 
tary proof  of  his  tide  to  such  shares  at  the  time  of  the  notice 
convening  the  Annual  General  Meeting. 


Copenhagen,  12  April  1999 
The  Board  of  Directors 


Dividend  payment 


W essanen 


Kontnklljfce  Wonssnen  nv 

Atthe Annual  General  Mooting  of  SfiarotioWers  heW  on  April  14. 
1999,  the  dMdand  for  the  financial  year  1998  was  fixed  at  NLG 1.28 
far  each  ordinary  share  (par  value  NLG  2).  As  an  Interim  dMdand 
of  NLG  0.32  was  already  made  payable,  Uw  Anal  dMdand  will  bo 
NLG  0.96. 


The  undersigned  horatoy  attrtos  that  payment  of  the  final  dividend  of 

NLG  0J)8  par  NLG  2 share  on  the  Bearer  Depositary  Receipts 

(BOR'S)  Issued  by  the  undanrigned  wfU  be  made  as  from  April  2fl. 

1999  as  (Moan: 

- upon  (tis  surrender  of  dMdand  coupon  no.  17: 8 cash  dividend 
of  NLG  0.88  per  NLG  2 share,  less  dMdand  tax  at  26%; 

- upon  the  surrender  of  dMdand  coupon  no.  IS;  a cash  dividend 
of  NLG  02B  per  NLG  2 share  or  1%  In  BOR'S  chargeable  to  the 
paid-in  surplus  (queUyfag  far  the  1999  dividend). 


Dividend  coupons  may  be  tendered  tar  payment  or  conversion 
at  the  offices  of  the  ABN  AMRO  Bank  N.V.,  MeesPtereon  N.V.,  ING 
Bank  N.V.  and  Kampen  S Co.  N.V.  In  Amsterdam,  the  Netherlands. 
Dividend  coupons  must  bear  the  stomp  of  the  office  through  which 
they  are  tendered.  The  tfvfdend  pertaining  to  BOWa  of  the  CF-type 
wB  be  paid  via  the  body  by  whom  the  dividend  sheet  was  held  on 
Apri  15, 1999  In  scoordanca  with  the  conditions  of  administration. 


H holdera  of  BOR’s  apt  far  the  dividend  of  NLG  age  hi  cash, 
payment  less  dividend  tax  at  25%  win  be  made  upon  the  surrender 
of  dividend  coupons  no.  17  and  18.  In  so  far  os  holders  of  BDR*s 
opt  far  the  (fivkfend  of  1%  fa  BDR's  chargeable  to  the  pakUn 
surplus,  (he  surrender  of  dividend  coupons  no.  18  and  relating  to 
100  ortfinary  shares  win  entitle  the  holder  to  receive  one  new  BOR 
for  one  share,  bearing  dividend  coupons  numbered  from  19  onwards 
and  a talon. 


If  any  tflvWsnd  coupons  no.  18  are  not  tendered  far  conversion  into 
BDR’s  by  May  31. 1999.  the  BDR’s  to  which  they  relate  wflf  be  sold 
and  toe  net  proceeds  of  8»  sals  be  held  at  the  disposal  of  the 
holders  of  these  BDR’s  fa  proportion  to  their  hokflng. 


Commission  In  accordance  with  the  scales  laid  down  wB  be  paid  to 
members  of  the  Amsterdam  Exchanges  nv  fa  ccmnaction  with  me 
conversion  of  (Evident  coupons  no.  18  Into  new  BDR’s;  this  tapfes 
that  hoktera  wfl  not  Incur  commission  charges  upon  conversion. 
StkMng  AdmMstfctMamtoer  van  aancfefon 
KoninkBjk»  Wesson  on,  Amsterdam,  April  IS.  1999 


NOTICE  OF  VfTEREST  RATE 

To  the  Haidar*  of 
Banco  Central  do  Brass 
Now  Moray  Bonds 

Due  ta  1999 

in  acoontanos  wtti  fas  provisions  off 

lbs  Bonds,  notice  is  hereby  gam 

fiat  the  above  Bonds  wB  bawl 

interest  lor  Om  183-day  fateresf 

Period  from  April  15,  1999  to 

October  15,  1999  at  a rate  pari 

aontan  of  m etocoMod  to 

accordance  wft  the  tanas  of  Aa 

sbowa  bonds. 


BANCO  CENTRAL  DO  BRASS. 


HALIFAX 
USS5M, 000,000 
Srep-up  Callable  Floating 
Rate  Subordinated  Bonds 
doe  2009 

For  the  three  months  from  15th 
April  1999  to  16ih  July  1999 
hdatiw,  the  Notes  will  cany 
an  interest  rate  of  5.35%  per 

lrnau[^ 

The  mtercsr  amount  payable  per 
U5IIO.OOO  win  be  US$136.72 
and  pa  USSlOfl^MO  will  be 
US$1467  .22  on  1 6th  July  1999. 


AGENT  BANK, 


BARCLAYS 


TECHNOLOGY  WORTH  WATCHING 


Fresh  water  the  key  to  fishy  business  of  marine  farming 


Keeping  goldfish  is 
relatively  simple  but 
industrial-scale 
pisciculture  is  another 
matter,  writes  Edwin 
Cofyer.  All  animals  excrete 
toxic  substances.  In  the 
wild  the  fish  simply  swim 
away  but  in  tanks  toxins 
build  up  to  levels  that, 
ultimately,  kill  the  stock. 

Freshwater  fish  farms 
have  developed  methods 
for  detoxifying  the  water. 
Now  an  international 
research  project  is  looking 
to  adapt  these 
technologies  for  marine 
fish. 

Michael  Krom,  an 
environmental  geochemist 
from  Leeds  University, 
says  marine  fish  dominate 
the  consumer  market 
“Fresh  water  fish  have 
been  grown  for  thousands 


of  years  but  nobody  wants 
to  eat  them,  with  the 
exception  of  trout. 

“We  are  trying  to  create 
an  agriculture  of  fish  like 
there  is  an  agriculture  of 
mammals.  We  don't  go 
hunting  beef  on  SaBsbury 
Plain.  We  still  go  hunting 
fish.” 

The  research  group 
indudes  collaborators 
from  universities  and 
institutes  in  Israel, 
Denmark  and  Greece  as 
well  as  from  Leeds.  It  is 
looking  to  use  two  species 
of  bacteria  to  transform 
the  ammonia  that  fish 
excrete  into  nitrogen  - a 
harmless  gas  that  is  the 
primary  component  of  air. 

The  system  is  well 
developed  in  freshwater 
farms  but  hi  salt  water  the 
reaction  is  delicate.  Slight 


changes  in  conditions  can 
lead  to  the  unwanted 
conversion  of  sulphate  to 
hydrogen  sulphide,  a tone 
gas  that  kills  fish  even  in 
low  concentrations. 

Dr  Krom,  who 
co-onfinates  the  project,  is 
developing  a cartridge 
containing  iron  oxide,  or 
rust,  that  removes 
hydrogen  sulphide  from 
tank  water.  "It’s  the 
reaction  that  takes  place 
in  sediments,”  says  Dr 
Krom.  “We  are  harnessing 
nature’s  reactions.” 

The  reaction  also 
changes  the  colour  of  the 
rust  from  red  to  black, 
indicating  that  hydrogen 
sulphide  had  been  present 
and  that  the 

decontamination  process 
should  be  adjusted.  The 
cartridge  also  removes 


phosphates,  sharply 
reducing  pollution  levels  In 
any  waste  water. 

The  project  win  begin 
with  a pilot  plant  at  Eilat  in 
Israel.  The  Greek  partners 
are  to  build  a prototype 
System  in  Greece.  The 
technology  Is  expected  to 
be  marketed  in  three  to 
four  years. 

If  Dr  Krom’s  Ideas  work, 
marine  fish  could  be 
farmed  almost  anywhere  in 
the  world.  Farms  could  be 
butt  indoors,  which  would 
be  particularly  favourable 
in  the  UK  as  temperatures 
could  be  raised  artificially 
to  increase  growth  rates.  It 
has  even  been  suggested 
that  fish  could  be  grown  in 
desert  areas,  provk&ig  a 
rich  protein  source  and  an 
unlikely  cash  crop. 

IrndsAC.  uk 


BRIEF 


Prion  research 
raises  hope  of 
BSE-free  cattle 


New  find  frigs  about  the 
structure  of  prions  - the 
agent  responsible  for 
diseases  such  as  BSE,  CJD 
and  scrapie  - has  raised  the 
possibility  of  breeding 
animals  resistant  to  mad 
cow  disease. 

Researchers  at  the 
University  of  California  at 
San  Francisco  have  shown 
thal  part  of  the  prion  protein 
exhibits  multiple  structures. 
The  researchers  think  these 
may  provide  a chemical 
explanation  for  the  variety  of 
infectious  prion  diseases, 
which  rn  humans  include 
CJD,  Fatal  Familial  Insomnia 
and  Kuru. 

Previous  studies,  in  both 
humans  and  sheep,  have 
shown  that  individuals  with 
positively  charged  amino 
acid  residues  in  certain 
regions  of  their  normal 
prions  do  not  get  prion 
diseases.  The 

three-dimensional  structures 
of  prions  published  by  the 
University  of  California  show 
that  these  residues  are  close 
to  one  another. 

That  suggests  breeding 
animals  with  positively 
charged  residues  In  specific 
regions  of  their  prions  could 
produce  a scrapie-resistant 
or  BSE-resistant  herd.  The 
research  is  published  in 
Biochemistry,  a journal 
published  by  the  American 
Chemical  Society. 

American  Chemical 
Society:  US.  tel  2028724445; 
e-mas f yjnarsh&acs.org 


among  the  mobile  network 
cells  withbi  a region. 

It  works  by  retuning  radio 
frequencies  over  a general 
area  or  by  retuning  a subset 
of  cells.  The  result  is  that 
Telstra  can  squeeze  more  - 
capacity  from  radio 
communications  frequencies. 

CSIRO:  Australia,  tel  • 
392526050;  e-mail  danven. 

thomas&dbce.  csiroMU 


Undercover  agents:  chemistry  may  explain,  and  prevent,  BSE  AP 

Protein  link 
to  body  clock 


A new  insight  into  the 
workings  of  the  biological 
clock  has  been  revealed  by 
scientists  in  the  Netherlands. 

Research  published  in 
today's  Nature,  the 
international  science  journal, 
has  demonstrated  the 
importance  of  certain 
proteins  in  keeping  the 
body's  dock  synchronised 
with  the  24-hour  rhythm  of 
night  and  day. 

Researchers  at  the 

Erasmus  University  in 
Rotterdam  identified  two 
proteins  called  Cryl  and 
Cry2  in  mice,  which  have 
close  similarities  to  proteins 
that  mediate  the 
light-dependent  behaviour  of 
plants. 

The  importance  of  these 
proteins  was  underlined 
when  the  researchers 
created  strains  of  mice  that 
lacked  either  one  of  these 
proteins. 

When  the  mice  were 
tested  in  conditions  of 
constant  darkness,  those 


mice  without  Cryl  were 
found  to  have  body  clocks 
that  ran  too  fast;  those 
without  Cry2  were  found  to 
have  body  docks  that  ran 
too  slowly. 

The  results  suggested 
both  proteins  play  an 
essential  part  in  maintaining 
circadian  rhythms. 

Erasmus  University:  The 
Netherlands,  to/ 104087186; 
e-mail 

'.eurjil 


Software  extends 
mobile  capacity 


Australian 

telecommunications 
researchers  have  designed 
software  that  alms  to  allow 
mobile  phone  networks  to 
carry  more  calls  without  any 
loss  of  quality. 

The  software,  called  Fase 
(or  frequency  assignment  by 
stochastic  evolution)  was 
developed  by  CSIRO.  the 
Australian  national  research 
organisation  and  Telstra,  the 
Australian  telecoms  carrier. 

The  software  allows 
Telstra  to  reallocate 
automatically  frequencies 


Vitamin  E may 
inhibit  plaque 


Some  doctors  recommend 
taking  vitamin  E as 
protection  against  heart 
disease.  It  has  long  been 
identified  as  an  antioxidant 
that  prevents  the  oxidation 
of  low-density  lipoproteins, 
the  so-called  “bad" 
cholesterol  that  contributes 
to  heart  disease. 

Now  researchers  have 
found  it  inhibits  the  activity 
of  an  enzyme  that  plays  an 
important  role  in  initiating 
plaque  formation. 

The  research,  conducted 
by  the  University  .of  Texas 
Southwestern  Medical 
Center  at  Dallas,  is  thought 
to  be  the  first  study  showing 
that  vitamin  E has  an  anti- 
inflammatory as  well  as 
antioxidant  effect 

The  study  was  published 
m Arteriosclerosis, 
Thrombosis  and  Vascular 
Biology,  a medical  journal. 
University  of  Texes 
Southwestern  Medical 

Center  at  Dallas:  US.  tel 
2146483404;  http:// 
wwwxwmed.edu/ 
home_pagea/newsi 
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Pfandbrief  success  encourages  imitators 
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Few  are  smiling  cxxidescendfngly  about- German  ‘fands’  as  they  start  featuring  more  in  portfolios,  writes  Uta  Hamischfeger 
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Hie  introduction  of  Europe’s 
single  currency  has  given 
German  Pfandbriefe  a more 
worldly  appeal  - at  least 
between  Helsinki  ' and 
Madrid. 

While  Americans  still  call 
Pfandbriefe  “fands”  and  sel- 
dom know  what  to  make  of 
them,  the  bonds  backed  by 
mortgages  or  public-sector 
debt  are  starting  to  feature 
prominently  fa  the  portfolios 

of  quite  a few  European  hind 
managers  in  addition  to 
their  traditional  German 
buyers. 

No  doubt  the  wupmun  cur- 
rency win  also  spur  other 
cross-border  products  such 
as  corporate  bonds  and 
asset-  and  mortgage-backed 
securities.  But  for  now,  the 
euro  is  boosting  Pfandbrief 
volumes,  attracting  new  cus- 
tomers and  encouraging 
copycats. 

Long  a product  that 
earned  condescending  smiles 
from  international  fund 
managers  and  banks.  Ffand- 
brlefe  had  already  estab- 
lished themselves  before 
January  1 as  the  number  one 
alternative  to  non-govern- 


ment bonds  in  the  euro-zone. 
With  a volume  of  mare  than ' 
€i,000bn  (Si.OSObn), ; the 

Pfandbrief  market  can  no 
longer  be  overlooked. 

When  setting  up  indices 
for  euro-zone  spread- prod- 
ucts, international  banks 
now  include  Pfandbriefe. 
Morgan  Stanley’s  credit 
index  for  euro-zone  spread 
products,  for  example,  con- 
tains roughly  35  per  cent 
Pfandbriefe. 

Because  . many  funds 
directly  or  indirectly  link 
their  performance  to  such  an 
index,  more  European  funds 
will  buy  Pfandbriefe;  In  addi- 
tion, the  European  Union’s 
guideline  for  investment 
funds  says  that  investment 
funds  can  bold  up  to  25  per 
cent  Pfandbriefe  in  their 
portfolios,  while  they  can 
only  hold  5 per  cent  of  paper 
from  one  individual  issuer. 

Before  the  euro's  launch,  a 
French  insurance  company 
was  likely  to  have  been 
restricted  hum  putting  too 
much  money  in  non-franc - 
denominated  paper. . 

Since  all  Pfandbriefe  must 
now  be  denominated  in 


10-jear  bonds  yield  spread 

town  JwiUsDpfandbrtefe  and  band  (bests  points} 


euros,  and  all  outstanding 
jumbo  Pfandbriefe  were 
redenominated  Into  euros  on 
January  4.  the  currency 
restrictions  no  longer  exist 
So-called  jumbos  must 
have  an  issue  size  over 
DMlbn  and  a AAA  rating. 
Only  outstanding  Pfand- 
briefe of  the  traditional  kind. 


In  January  and  February, 
pobits}  '•  German  mortgage  banks 

issued  Pfandbriefe  with  a 
• - 1 ~ i-  total  volume  of  €24bd  and 

I hi  €22bn,  compared  to  €13bn 

IflA and  €L2tm  in  the  first  two 

Y»At-_A months  of  1998. 

j Ip/  PrC  Larger  volumes  also  make 

—+ V . life  easier  for  marketmakere, 

•to***'  particularly  when  Pfand- 
briefe are  used  in  the  repur- 

chase  market  as  collateral 

Over  the  last  year,  there  has 

been  a marked  drive  to  boost 

i ■ . i-  the  repurchase  market  for 

SB.r  • .99  - jumbOS. 

' A rimng  number  of  Pfand- 
brief  issuers  explicitly  guar- 
antee repo  activities  for  their 
issues.  While  the  average  jumbos  and  appoint  market- 
issue  size  for  jumbos  used  to  . makers  who  are  then  obliged 
vary  between  DMlbn  and  to  state  prices.  The  Euro- 


DM3bn,  mortgage  banks  now 
issue  the  equivalent  in 
euros. 

Deutsche  Pfandbrief-  irnfl 
Hypothekenbank  (Depfa), 
the  most  prominent  Pfand- 
brief issuer,  regularly  issues 


which  are  smaller  and  not  jumbos  with  a volume  of 
necessarily  AAA  rated,  can  €3bn.  The  doubling  in  vol- 


remain  denominated  In 
D-Marks  until  2002. 

The  euro  has  also  boosted 
the  volume  of  individual 


ume  of  the  average  Pfand- 
brief has  also  doubled  the 
average  order  size,  and,  nat- 
urally, outstanding  volumes. 


pean  Central  Bank  further 
supported  the  creation  of  a 
healthy  repo  market  when  it 
granted  Pfandbriefe  Tier  1 
status  and  thus  allowed 
them  to  be  used  as  Europe- 
an-wide collateral,  at  par 
with  government  bonds. 

In  a market  where  liquid- 
ity is  the  raison  d’etre,  large 
volumes  make  a product 
more  attractive  and  more 
resistant  to  crises.  At  the 


peak  of  last  year's  emerging 
market  crisis,  spreads 
between  government  bonds 
and  Pfandbriefe  rocketed  to 

above  60  basis  points. 

Meanwhile,  there  is  evi- 
dence that  rising  volumes 
have  boosted  Pfandbrief 
resistance.  When  last  week's 
rate  cut  by  the  European 
Central  Bank  caused  a run 
on  long-term  government 
bonds  and  a brief  squeeze, 
which  would  naturally 
widen  the  spread  between 
bunds  and  Pfandbriefe, 
Pfandbriefe  remained 
unfazed  and  spreads  hardly 
widened. 

The  growing  popularity  of 
Pfandbriefe  is  also  sparking 
the  interest  of  neighbours. 
With  the  exception  of  a 
small  Danish  Pfandbrief 
market,  so  far  they  have 
been  a truly  German  phe- 
nomenon. Recently,  the 
Spanish  bank  Argun  tart  a 
issued  its  first  set  of  Cedulas 
Hipotecarlas  and  French 
banks  are  expected  to  issue 
their  first  Obligations  Finan- 
ciers In  October.  If  the  bill 
passes  into  legislation 
smoothly. 
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Solutions  that  span  insurance 
and  finance  can  help  our  customers 
achieve  results  that  move 
UP  AND  TO  THE  RIGHT. 
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Today's  companies  are  looking  beyond  tradfdonal  insurance 
exposures,  and  are  considering  new  sources  of  risk.  At  XL  Capital, 
we'YB  positioned  ourselves  to  address  enterprise  risk  for  the 
world's  most  sophisticated  corporations.  So  In  addition  to 
ieaefing-edge  catastrophe  solutions,  we’re  covering  new 
ground  in  fimneto^  operational  and  marketplace  risk. 
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INTERNATIONAL  CAPITAL  MARKETS 


Chinese  bank 
plans  $500m 
global  bond 


Big-volume  issuance  continues 


NEW&SUES 
By  mourn  Merchant 


By  James  HantbiB  bi  Bafng 


China  Development  Bank, 
the  channel  of  govern- 
ment funding  for  the  giant 
Three  Gorges  dam,  is  plan- 
ning to  launch  a 3500m 
global  bond  next  month. 

The  hank  win  be  the  first 
Chinese  financial  Institution 
to  issue  a global  bond  since 
the  outbreak  of  the  Asian 
crisis  in  the  middle  of  1997.  If 
successful,  the  debt  issue 
could  prompt  other  Chinese 
borrowers  to  return  to  the 
global  capital  markets. 

Some  of  the  proceeds  are 
likely  to  be  directed  to  the 
huge  and  highly  controver- 
sial Three  Gorges  hydro- 
power  plant,  which  has  run 
into  fund-raising  difficulties 
in  a critical  year  of  construc- 
tion. Officials  at  the  world’s 
largest  civil  engineering 
project  said  last  month  the 
$24-5bn  Three  Gorges  devel- 
opment is  facing  an 
Rmb25bn  ($1.9bn)  shortfall. 

Three  Gorges,  which  has 
budgeted  on  borrowing 
$5.5bn  overseas,  has  also 
faced  problems  raising  funds 
abroad.  Foreign  banks,  par- 
ticularly in  the  US,  have 
grown  increasingly  unwill- 
ing to  be  seen  to  be  partici- 
pating in  Three  Gorges  fin- 
ancing, which  could  damage 
their  reputations  with  some 
domestic  customers  that 
oppose  the  project  largely  on 
environmental  grounds. 

China  Development  Bank, 
the  policy  bank  for  infra- 
structure lending  formerly 
known  as  the  State  Develop- 
ment Bank,  is  committed  to 
lend  Rmbl30bn,  or  65  per 
cent,  of  the  funds  for  the 
Three  Gorges  project. 

The  bond  issue  is  intended 
to  take  advantage  of  the 
improvement  in  investor 


sentiment  towards  Chinese 
risk.  The  bank  had  to  post- 
pone the  launch  on  several 
occasions,  particularly  after 
the  abrupt  closure  last  year 

of  Gitic.  a prominent  Chi- 
nese investment  company, 
rattled  international  confi- 
dence in  the  creditworthi- 
ness of  Chinese  borrowers. 

The  details  of  the  issue  are 
siifl  to  be  finalised.  Merrill 
Lynch  and  Salomon  Smith 
Barney  are  co-lead  manag- 
ers. The  bond  is  likely  to 
have  a maturity  of  five  to  10 
years.  Pricing  will  be  made 
public  in  May. 

A successful  issue  could 
prompt  China  International 
Trust  and  investment  Corpo- 
ration (Citic),  the  largest 
state  investment  company, 
to  revive  plans  for  a global 
bond  issue  that  were  put  on 
hold  late  last  year. 

As  a government  policy 
bank,  China  Development 
Bank  is  treated  as  quasi- 
sovereign risk.  Standard  & 
Poor’s,  the  credit  rating 
agency,  has  rated  China 
Development  Bank  at  BBB 
plus,  the  same  as  China’s 
sovereign  debt 

However,  the  markets  still 
make  a distinction  between 
the  policy  bank  and  a strict 
government  issue,  pricing 
the  10-year  bond  Issued  by 
the  State  Development  Bank 
in  January  1997.  the  last 
time  it  made  a global  issue, 
at  about  80  basis  points  over 
China’s  2006  sovereign  debt. 
Moody's,  another  agency, 
rates  the  China  Development 
Bank  as  Baal,  a notch  below 
the  sovereign  rating. 

China  issued  a 10-year  sov- 
ereign bond  at  the  end  of 
last  year,  which  just  after 
the  launch  was  trading  at 
around  230  basis  points  over 
US  Treasuries. 


Recent  big-volume  issuance 
continued  yesterday  with 
bumper  bonds  from  Italy, 
Belgium,  Vivendi,  a French 
utility,  and  Conoco,  the  US 
oO  company. 

Conoco  led  the  way  with  a 
$4bn  multi-tranche  global 
issue  of  various  maturities, 
which  will  be  priced  today:  a 
$135bn  five-year,  a $750m  10- 
year  and  a $1.9bn  30-year 
bond. 

“This  shows  there  is  keen 
demand  for  new  credits," 
said  a banker,  a reference  to 
Conoco’s  first  visit  to  the 
debt  market  since  it  was 
spun  off  through  an  initial 
public  offering  from  DuPont 
last  year. 

The  heavy  dollar  issuance 
has  been  encouraged  by  Kos- 
ovo-induced “safe-haven  sta- 
tus investors  are  also 
excited  by  wider  credit 
spreads  in  the  US  and  widen- 
ing yield  differentials 
between  Treasuries  and 
bunds,  in  addition  to  the 
interest  rate  environment  in 
Europe  and  the  US. 

European  accounts  were 
also  attracted  to  the  super- 
liquidity of  large  offerings, 
such  as  Conoco  s and,  earlier 
this  week,  a $3bn  add-on  by 
Freddie  Mac  and  a Si  bn 
offering  by  the  European 
Investment  Bank. 


Vivendi  was  one  of  several 
big  euro  issuers,  including 
Italy  with  a €lbn  20-year 
FRN.  Vivendi  launched  the 
largest-ever  convertible 
bond,  a €2,6bn  issue  that 
highlights  recent  strong  pri- 
mary issuance  of  this  type  of 
instrument.  The  proceeds 
will  be  used  to  finance  about 
40  per  cent  of  Vivendi’s 
S8.2bn  acquisition  of  US  Fil- 
ter, a private  water  company 
in  the  US. 

Soci&te  G6n6rale,  joint 
lead  manager  with  Goldman 
Sachs,  said  a “dual-play" 
mechanism  had  been  devised 
for  the  Issue.  This  would 
allow  investors  either  to  con- 
vert into  Vivendi's  existing 
shares  or  those  of  a subsid- 
iary. Vivendi  Environment, 
at  a 5 per  cent  discount  to  its 
IPO.  The  flotation  could  take 
place  within  five  years. 

Belgium  unveiled  the  first 
euitHtenominated  FRN  by  a 
euro-zone  member.  The  €2bn 
three-year  issue,  which  will 
be  priced  tomorrow  at  about 
three-month  euribor  minus 
10  basis  points,  is  designed 
to  achieve  several  strategic 
targets. 

Foremost,  in  a market 
with  a scarcity  of  sovereign 
FRNs.  is  to  achieve  a liquid 
benchmark.  It  is  also 
designed  to  diversify  the 
country's  general  funding 
post-euro.  To  date.  Belgium 
debt  is  heavily  placed  domes- 
tically and  in  Luxembourg. 


New  international  bond  issues 
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The  combination  of  two 
factors  - structural  (the 
absence  of  a sovereign  FRN 
in  euro)  and  cyclical  (inter- 
est rate  uncertainty)  made 
the  floater  timely,  said  Louis 
du  Montpellier,  spokesman 
for  the  treasury.  He  said  the 
interest  rate  uncertainty 
made  it  a “perfect  defensive, 
liquid  instrument  because  it 
does  not  expose  investors  to 
swings  in  interest  rates”. 


Abigail  Hofman  at  Bar- 
clays Capital,  joint  lead  man- 
ager with  Deutsche  Bank, 
said  many  accounts  “pur- 
chased FRNs  on  an  asset 

aTlnratinn  basis  rather  than 

an  interest-rate  outlook”. 

Central  banks  and  bank 
treasuries  use  sovereign 
FRNs  as  cash  management 
tools,  she  said,  and  the  Bel- 
gium FRN  was  perfect  for 
such  accounts. 


Argentina  added  SGOQm  to 
a Slbn  bond  while  the  prov- 
ince of  Buenos  Aires  com- 
pleted an  Argentine  day. 
with  a €150m  offering  priced 
to  yield  142  basis  points  over 
the  Argentina  2004  issue. 

Bankers  said  that  the 
province’s  bond  sought  to 
faici>  advantage  of  appetite 
for  euro-denominated  paper 
and  “high  yielding  non- 
sovereign  assets n. 


European  prices  marginally  higher 


BBVCNMARK  BONDS 


By  Arkady  Ostrovsky  hi  London 
and  John  Labato  in  New  York 


European  bond  prices  were 
marginally  higher  yesterday, 
demonstrating  surprising 
resilience  to  the  escalating 
conflict  in  Kosovo. 

Ifty  Islam,  at  Deutsche 
Rank,  said  there  was  a nota- 
ble contrast  between 
“relaxed”  European  bond 


markets  and  the  euro,  which 
has  softened  due  to  growing 
fears  about  the  possibility  of 
a ground  war  in  the  region. 

European  bonds  were  hit 
on  Tuesday  by  reports  of 
clashes  spilling  Inin  Albania, 
but  recovered  some  of  their 
value  yesterday.  German 
bond  futures  rose  0.03  to 
115.71 

Eastern  and  Central  Euro- 
pean markets  also  responded 
raimiy  to  the  conflict  in  Kos- 


ovo, according  to  Kasper 
Bartholdy  at  CSFB. 

UK  gilts  continued  to 
under-perform  European 
bond  markets,  with  the 
10-year  yield  spread  widen- 
ing to  76  basis  points.  The 
10-year  gilt  future  closed 
slightly  lower  at  117.95. 

US  Treasuries  were  mixed 
in  thin  mid-day  trading.  The 
30-year  bond  was  unchanged 
at  96ft.  yielding  5.494  per 
cent  The  10-year  note  was 


down  K at  97ft,  yielding 
5.120  per  cent,  while  the  two- 
year  note  was  off  ft  at  99%, 
yielding  4342  per  cent 
Observers  said  Treasuries 
weakened  under  the  weight 
of  heavy  corporate  issues. 
During  the  ranming  cocci rm 
Freddie  Mac,  the  mortgage 
finance  group,  sold  $3bn  in  a 
reopened  five-year  note 
issue.  Also  expected  later  In 
the  session  were  $4bn  In 
Conoco  bonds. 


“It  continues  to  weigh  on 
the  market  today,"  said 
Kevin  Logan,  senior  market 
economist  at  Dresdner, 
Klein  wort  Benson  in  New 
York. 

Japanese  government 
bond  prices  fell  as  investors 
sold  bonds  at  the  longer  end 
of  the  curve,  fearing  weak 
demand  at  next  week’s  auc- 
tion for  10-year  JGBs.  The 
10-year  JGB  future  fell  0.24 
to  13322. 


Shareholders  of  the  London1 
International  - Financial1 
Futures  and  • Options. 
Exchange  voted  overwhelm-1 
ingly  yesterday  to  reduce  the. 
axe  of  its  board  as  part  of  £ 
restructuring  of  the  marked 

underway- 

Lfffe’s  board  is- to  be  cup 
from  22  members  to  15  front 
its  next  annual  genera) 
meeting  in  May,  when  the! 
number  of  directors  elected* 
by  its  shareholders  will  be 
reduced  from  17  to  10.  TMs  id 
part  of  its  plan  to -become? 
more  competitive'  /with! 
Eurex,  Europe’s  biggest 
futures  market.  : . _ :•* 

T.iffe  has  accelerated  the1 
introduction  of  electronic! 
trading  for  its  products  -and 
announced  600  job  CUt&* 
Shareholders  have  already 
approved  a corporate! 
restructuring  plan,  which 
includes  restructuring  It* 
share  capital  and  greater 
flexibility  to  trade  its  shares.* 

Brian  Williamson, ' Liffe 
rhairman,  said  the  smafleo 
board  would  “improve  the; 
effectiveness  and  efficiency: 
of  its  decision-making".  . . ' 
• EnroMTS,  an  electronic 
system  for  wholesale  trading, 
in  benchmark  Italian,’ 
French  and  German  govern? 
meat  bonds,  has  claimed  ft 
big  slice  of  trading  votamsi 
since  it  began  operations 
last  week. 

It  said  turnover  reached. 
€2Ibn  on  Friday,  the  first 
Hay  of  trading,  and  €14bn 
and  €17.4bn  in  the  first  two 
days  of  this  week.  Average 
dally  trading  in  Italian  gov- 
ernment bonds  on  MTS 
before  it  went  pan-European 
stood  at  €9bn.  1 

“This  shows  that  thee  is  a 
general  interest  among  mar- 
ketmakers  in  using  the  sys- 
tem." said  Alexandre  Lam- 
falussy,  chairman. 
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Dollar  slides  as  yen  carries  the  day 


markets^S55t  ■ 

B>  AfcuiBeatite " 

T^e,  yen  rose  yesterdav 
against  the  dollar  as  the 
debate  on  waning  Japanese 

qap.taioutflo^^K^ 

£“  some  warned  that  the 
J®ew>tad.«tadLin 

r=j£  otherwise  sopo- 

£fic,  day  in  the  currency 
markets,  the  yen  rose  to  a 
two-week  high  against  the 
dollar  as  the  market  reacted 
5°  news  that  Japanese  life 
insurance  companies  were 
planning  to  keep  more  of 
their  money  at  home. 

- Combined  with  research 
Published  by  ABNAmro 
which  attracted  the  atten- 
tion of  many  in  the  market 
yy  suggesting  that  the  yen 
carry  trade  was  back  in  fash- 
ion, this  recalled  for  some 
the  events  of  last  October. 
t With  a renewal  of  lever- 
aged positions  in  overseas 
assets  based  on  yen  borrow- 
ing. a rise  in  the  yen  because 


POUND  SPOT  FORWARD  AGAINST  THE  POUND 


of  capital  repatriation  could 
trigger  a sell-off  In  dollars. 

But  few  traders  in  the 
“assets  could  bestir  them- 
selves to  get  too  excited 
about  the  move  in  the  short 
to™,  especially  given  the 
widespread  belief  that  the 
Bank  of  Japan  has  its  inter- 
vention gun  drawn  and 
ready  below  the  YUO  level. 

Although  the  dollar  fell 
against  the  yen  yesterday,  it 
closed  in  London  at  Yiis.7, 
still  within  the  range  of  the 
past  couple  of  momh.g 
some  way  from  the  edge  of 
the  Rank  of  Japan's  appar- 
ent comfort  zone. 

■ Tony  Norfield,  treasury 
economist  at  ABN- Amro, 
said  that  estimates  from  the 
Japan  Centre  for  Interna- 
tional Finance  suggested 

■ POUND  111  ffiW  YORK 
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that  outstanding  yen  carry 
trades  were  now  at  the ir 
highest  level  since  August 
last  year. 

Extant  positions  totalled 
$l8bn  in  February  and 
March,  the  JC3F  said,  after 
overnight  interest  rates 
heading  towards  zero  and 
the  Bank  of  Japan's  appar- 
ent policy  of  putting  a floor 
under  the  yen  increased  the 
attractiveness  of  the  trade. 

Mr  Norfield  said  probably 
half  of  this  was  invested  in 
the  Nikkei.'  “But  the  rest 
may  explain  strength  in  the 
dollar,  especially  since  avail- 
able data  suggested  capital 
repatriation  by  the  Japanese 
over  that  period.”  he  said. 

The  suggestion  - com- 
pounded news  reported  in 
the  Nihon  KeizaJ  Shimbun 
newspaper  that  the  five  larg- 
est life  insurance  companies 
in  Japan  ware  planning  to 
halve  overseas  bond  pur- 
chases in  the  new  fiscal  year 
in  favour  of  domestic  assets. 

"On  top  of  the  results  in 
the  recent  tankan  survey 
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showing  large  enterprises 
seating  down  their  expecta- 
tions for  dollar/yen,  this 
indicates  a rise  in  Japanese 
risk  aversion  and  is  negative 
for  the  dollar,’*  said  Divyang 
Shah,  strategist  at  the  con- 
sultancy IDEA  in  London. 

. Mr  Norfield  said  that, 
although  be  remained  bear- 
ish of  the  yen  over  the  next 
few  months,  a lot  of  factors 
were  now  lining  up  hi  favour 


of  a yen  rise  against  the  dol- 
lar and  euro.  "With  sales  of 
euros  against  the  yen  con- 
nected with  the  Nissan-Ren- 
ault  deal,  and  the  tPrhnirai 
picture  suggesting  that  the 
dollar  has  broken  through 
the  uptrend  line  it  has  estab- 
lished since  the  Y108  trough, 
there  are  risks  of  a near- 
term  yen  rise  " be  said. 

Michael  Petley  of  the  ECU 
Group  agreed  that  the  tech- 
nical pattern  was  set  for  dol- 
lar weakness.  “The  yen  has 
sliced  through  the  dollar’s 
uptrend  like  a hot  knife 

through  butter,”  he  said 

■ The  Singaporean  dollar 
also  made  a brave  effort  to 
lift  the  torpor  yesterday, 

MOTHER  CURRaCffiS 

Apr  u £ $ 

Cadi  1*1565697  - 562532345800  • 350100 
MW  378245  - 379403234280  - 234.40 
Mi  4654.86-  465120300020  -300000 
tort  04932  -04937  030S5  - 03051 
MU  5.4074  - 54080  32400  - 32420 
MM  64122  - 64340  35650  - 35760 
h«fe  410420  -41230525.7500  - 252500 
UA£  55398  - 50438  16729  -16731 


breaking  out  of  its  recent 
range  and  surging  up  above 
the  SSL70  level. 

The  currency  was  given  a 
lift  after  Lee  Hsten  Loong, 

the  deputy  prime  minister, 
said  on  Tuesday  that  the 
government  was  not  using  a 
weaker  dollar  to  boost 
export  growth. 

The  remark,  made  at  a 
Merrill  Lynch  conference  in 
London,  combined  with  the 
stronger  yen  to  drive  the 
currency  higher  yesterday. 
At  the  end  of  London  trad- 
ing it  was  at  S&L6930  against 
the  US  dollar. 

-In  contrast,  there  ware 
rumours  that  the  monetary 
authority  were  buying  US 
dollars  as  the  local  currency 
rose,”  said  Michael  Wallace, 
currency  manager  at  Stan- 
dard and  Poor's  MMS. 

This  gave  rise  to  the  ironic 
possibility  that  the  Singapo- 
rean authorities  were  forced 
to  sell  their  currency  yester- 
day as  a direct  result  of  an 
assurance  that,  they  bad  not 
done  so  recently. 


DOLLAR  SPOT  FORWARD  AGAINST  THE  DOLLAR 
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Nico  Colchester  journalism  fellowship 

Applications  are  invited  from  young  European  journalists  and  would-be  journalists  for  the  1999 
Nico  Colchester  fellowship.  This  consists  of  a three-month  internship  at  the  Economist  in  the 
autumn  of  this  year,  a bursary  of  £4,000  to  cover  travel  and  accommodation,  and  a small  weekly 
stipend  from  The  Economist 

The  fellowship  is  established  in  memory  of  Nico  Colchester,  who  died  in  1996  at  the  age  of  49, 
after  an  outstanding  career  at  the  Financial  Times.  The  Economist  and  the  Economist  Intelligence 
Unit  Nico  was  one  of  Britain’s  finest  writers  on  foreign,  especially  European,  affairs  as  well  as 
technology  and  business. 

The  trustees  of  the  Nico  Colchester  foundation  will  award  the  fellowship  to  the  applicant,  from  the 
European  Union  country  other  than  Britain,  who  submits  the  best,  specially-written  1,000-word 
article,  in  English,  on  a topic  relevant  to  political,  economic,  technological  or  business  issues  in 
Europe.  As  Nico’s  work  was  characterised  by  its  originality  and  humour,  preference  will  be  given  to 
applicants  who  reflect  those  traits. 

Entries,  by  the  closing  date  of  May  3 1st  1999,  should  be  sent  with  a CV  and  covering  letter,  to:  The 
Editor  (Nico  Colchester  prize).  The  Economist,  25  St  James’s  Street,  London  SW1 A 1HG.  E-mail: 
be  @economistcom 

This  prize  is  supported  by  Halifax  pic,  the  Financial  Times,  The  Economist,  B.A.T.  pic  and  3i.  The 
2000  fellowship  will  consist  of  an  internship  at  the  Financial  Times 
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CMECGE  CAPITAL  CHINA 
INDUSTRIAL  HOLDINGS  LIMITED 


Net  Asset  Value 

CMEC  GE  Capital  Guna  Industrial  Holdiogs  Limited  snnoimces 
dun  as  of  31a  March.  1999,  the  unaudited  consolidated  oet  asset 
value  per  share  of  the  Company  was  US$0,835. 
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Pretoria  in  dispute  with  De  Beers 


By  Victor  Haliet 
in  Johannesburg 


Penuell  Maduna,  South 
Africa's  minerals  and  energy 
minister,  has  ordered  an 
urgent  investigation  into  a 
stoppage  of  the  country's 
international  diamond  trade 
- worth  SI  bn  a year  - 
caused  by  a dispute  between 
De  Beers  and  the  state  over 
the  valuation  of  diamonds 
for  export 

De  Beers,  apparently  fear- 
ing an  increased  corporate 
tax  liability  that  could  go 
back  several  years,  believes 
the  newly  appointed  “gov- 


ernment diamond  valuator" 
is  putting  too  high  a price  on 
diamonds  to  be  exported  to 
De  Beers'  Central  Selling 
Organisation  in  London. 

De  Beers  and  the  CSO 
stockpile  diamonds  and  oper- 
ate a cartel  to  control  the 
world  market  and  keep 
prices  higfa. 

The  value  of  several  "par- 
cels" of  diamonds  from 
South  African  mines,  worth 
tens  of  millions  of  dollars,  is 
In  dispute.  Mr  Maduna  has 
appointed  a team  to  report 
to  him  on  the  "impasse  in 
the  export  of  diamonds"  by 
the  end  of  next  week. 


Analysts  say  De  Beers  ben- 
efited in  the  past  from  an 
easy  relationship  with 
Proval,  the  former  govern- 
ment valuator  staffed  by 
ex-De  Beers  employees. 

For  several  weeks  the  new 
valuator  - a company  called 
Diamond  Valuation  Interna- 
tional Co  (DVIC),  owned  by 
Belgian.  British  and  black 
South  African  interests  - 
has  made  valuations  rejected 
by  De  Beers. 

“I  think  It's  the  first  time 
they  have  ever  been  chal- 
lenged on  a diamond  value." 
says  one  Johannesburg- 
based  analyst  "The  allega- 
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tion  is  clearly  that  De  Beers 
has  been  transferring  dia- 
monds out  of  the  country  at 
below  their  real  value.  But 
what  is  their  real  value?" 

Diamond  valuing  fs  inevi- 
tably disputed,  analysts  say, 
because  there  is  no  free  mar- 
ket in  the  stones  and  De 
Beers  has  to  bear  the  costs 
of  carrying  stock. 

De  Beers  declined  to  com- 
ment yesterday  except  to 
acknowledge  there  had  been 
“teething  problems"  with 
DVIC.  But  its  industry  allies 
say  there  are  divisions  in  the 
government-appointed  Dia- 
mond Board  over  what  some 


see  as  the  politically- 
motivated  choice  of  DVIC  for 
the  four-year  contract 

Victor  Sibiya.  Diamond 
Board  chief  executive,  con- 
firmed yesterday  that  the 
value  of  diamonds  for  export 
was  at  issue  and  said  he  had 
“full  confidence"  in  DVIC. 
He  declined  to  comment  on 
whether  the  valuation  of  dia- 
monds exported  in  previous 
years  might  be  reviewed. 

Claude  Nobels  of  DVIC 
said  it  was  simply  doing  its 
job  in  valuing  diamonds.  "De 
Beers  says  they  can’t  export. 
We  are  not  saying  they  can’t 
export."  he  said. 
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By  Pail  Solman,  GBfian 
O'Connor  and  Robert  Canine 


Codelco  puts  its  faith  in  copper’s  cyclicality 


The  group  is  banking  on  improved  demand,  says  Mark  Mulligan  Regional  trends  n cocmcq’s  refined  copper  sales* 


If  Codelco,  the  world's  larg- 
est copper  producer,  sur- 
vived last  year’s 
rock-bottom  prices  with 
fewer  bruises  than  its  com- 
petitors, Marcos  Lima,  presi- 
dent, knows  who  to  thank. 

He  can  start  with  the  com- 
pany’s 18,000  workers,  who 
have  agreed  to  a radical  pro- 
gramme of  pay  freezes,  pro- 
ductivity agreements,  volun- 
tary redundancy  and  early 
retirement 

He  can  also  look  to  the 
engineers  and  technicians 
who  have  developed  the 
technology  to  make  mining 
and  refining  the  red  metal 
cheaper.  But  the  man  who 
triggered  Codelco’s  conver- 
sion from  lazy  state  mono- 
lith to  the  world's  leanest 
lowest-cost  producer  was 
Juan  Pablo  Ddvila.  the 
in-house  futures  trader 
caught  up  in  a similar  scan- 
dal to  the  one  that  brought 
down  Yasuo  Hamanaka  of 
Sumitomo  in  1996. 

That  episode,  in  1994,  cost 
the  company  about  S250m. 
forced  the  untimely  resigna- 
tion of  the  then  president 
and  several  other  executives 
and  exposed  Codelco  to  the 
scrutiny  of  all  Chileans,  who 
were  suddenly  calling  for  its 
privatisation. 

"This  was  a company  that 
was  accustomed  to  having  a 


very  high  opinion  of  itself. 
Then  suddenly  it  found  itself 
in  the  middle  of  a crisis  with 
the  whole  country  watching 
it"  says  Mr  Lima. 

When  the  scandal  broke, 
copper  was  trading  on  the 
London  Metals  Exchange  at 
around  SI  a pound,  and 
Codelco  was  producing  it  at 
about  65  cents.  Last  year, 
when  the  price  averaged  a 
12-year  low  of  75  cents,  the 
company  had  succeeded  in 
reducing  direct  costs  to  less 
than  45  cents  a pound. 

Last  week  Codelco 
reported  1998  pre-tax  profits 
of  just  8355m,  against 
Sl-Olbn  in  1997,  on  sales 
down  more  than  20  per  cent 
at  53.73b n.  although  volume 
deliveries  climbed  more  than 
8 per  cent  to  1.55m  tonnes.  15 
per  cent  of  world  production. 

Asia,  traditionally  Codel- 
co’s  - and  Chile’s  - best  cus- 
tomer, slipped  into  second 
place  behind  Europe,  buying 
22  per  cent  less  In  volume 
terms  that  in  1997.  Of  all 
Asian  countries.  Korea  and 
Singapore  were  the  only  two 
to  receive  larger  shipments 
from  Codelco.  However,  the 
weakness  in  Asia  was  offset 
by  improved  demand  from 
Europe  and  the  Americas. 

The  dramatic  cut  in  profits 
sent  the  Chilean  govern- 
ment, which  had  budgeted  to 


balance  its  fiscal  accounts 
on  an  average  price  of  90 
cents  a pound,  digging  into 
the  copper  stabilisation 
fund,  a national  savings 
account  into  which  sur- 
pluses are  salted  away  dur- 
ing the  good  years  to  cover 
shortfalls  in  the  bad. 

Codelco  foresees  another  7 
per  cent  increase  in  output 
in  1999.  mainly  because  of 
the  inauguration  last  year  of 
Radomiro  Tomic.  its  state-of- 
the-art  mine  and  refining 
complex  in  northern  Chile, 
and  is  working  with  foreign 
partners  on  a further  10 
exploration  projects. 


Seme  CanpNy 


Meanwhile,  a consor- 
tium of  Falconbridge, 
Anglo  American  and 
Mitsui  has  started  produc- 
tion at  Collabausi,  the  giant 
Andean  pit  with  annual 
capacity  of  330,000  tonnes  of 
copper  concentrate. 

All  this  extra  capacity,  at 
a time  of  intensifying  pres- 
sure on  higher-cost  OS  pro- 
ducers to  close  mines,  does 
not  faze  Mr  Lima,  who  puts 
his  faith  in  commodity 
cycles  as  well  as  the  poten- 
tial of  markets  such  as  India 
and  China,  where  alumin- 
ium wiring  is  still  used. 

He  says  current  difficulties 
are  forcing  producers  to  sub- 
scribe to  Codelco’s  campaign 


to  promote  demand  in  coun- 
tries such  as  China,  where 
per-capita  consumption  of 
copper  is  a tiny  fraction  of 
that  of  countries  such  as 
Finland,  Sweden,  Australia 
and  Canada. 

"There's  an  effort  being 
made  to  convince  the  entire 
copper  Industry  to  push  up 
the  demand."  he  says. 
“Every  cent  in  the  price  of 
copper  represents  S200m  of 
profits  at  a global  level,  and 
the  industry  is  only  spend- 
ing 540m  a year  on  promo- 
ting demand.  It’s  ridiculous." 

Experts  agreed  at  a copper 
symposium  in  Santiago  last 
week  that  the  price  of  the 
metal  has  hit  bottom,  with 
some  forecasting  a recovery 
to  70  cents  by  the  end  of  the 
year  and  to  90  cents  by  2001. 

The  predictions  are  based 
on  expectations  of  improved 


demand  from  Asia  and  clo- 
sure of  loss-making  mines  by 
BHP,  Phelps  Dodge.  Asarco 
and  Cyprus  Amax. 

Codelco  has  considered 
closing  some  of  its  mines, 
although  the  emergency  now 
appears  to  be  over  and  its 
focus  is  on  expansion  rather 
than  contraction. 

For  the  first  time  in  its 
30-year  history,  Codelco  is 
talking  to  foreign  govern- 
ments and  corporations 
about  projects  outside  Chile. 

"Like  all  big  companies. 
Codelco  is  interested  in  all 
those  areas  that  the  rest  of 
the  mining  world  is  consid- 
ering." says  Mr  Lima.  Com- 
pany representatives  had 
been  in  Brazil,  Argentina,  : 
Ecuador,  Venezuela.  Mexico  ' 
and  parts  of  Africa.  "But  as  : 
yet  we  don't  have  anything  1 
solid."  i 
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NEWS  DIGEST 

NICKEL 

Inco  to  lend  $200m  to 
Its  Indonesian  offshoot 


Worid  sugar  prices  fell  again 
yesterday  as  bumper  exports 
from  Brazil,  the  largest  pro- 
ducer, and  weak  demand 
from  Russia  continued  to 
take  their  toll  on  markets. 

White  sugar  dropped  to  a 
new  low  on  Liffe  with  the 
most  actively  traded  August 
contract  at  $180.10  a tonne  in 
late  trading,  against  Tues- 
day’s close  of  S18L70. 

In  New  York,  raw  sugar 
remained  around  its  weakest 
for  more  than  12  years,  the 
July  contract  trading  at  4.79 
cents  a pound  at  mid-day  on 
the  Coffee,  Sugar  and  Cocoa 
Wwhnwga  Tuesday’s  close  of 
of  429  cents  was  the  lowest 
since  1986. 

Cocoa  futures  were 
slightly  firmer  than  of  late, 
though  analysts  said  the 
buying  remained  subdued  on  1 
signs  that  chocolate  manu-  j 
facturers  - the  main  con-  \ 
sinners  - had  adequate  sup-  1 
plies.  Liffe’s  May  cocoa  | 
contract  closed  up  £8  at  £779 
a tonne. 

Crude  oil  prices  slipped 
after  new  data  showed  a rise 
in  stocks  of  crude  oil  and 
refined  products  in  the  US 
over  the  past  week  and  a 
continuing  build-up  of 
Europe’s  crude  inventories. 

The  bellwether  May  Brent 
futures  contract  was  quoted 
at  S14JS  a barrel  in  late  trad- 
ing on  London’s  Interna- 
tional Petroleum  Exchange, 
down  25  cents  from  Tues- 
day’s dose. 

After  a buoyant  Tuesday, 
base  metal  prices  eased  back 
yesterday  afternoon  and  fin- 
ished lower  on  the  day. 

Metal  stocks  are  still  at 
high  levels,  and  production 
cutbacks  remain  rumour 
rather  than  fact.  Martin 
Sqaires  of  Rudolf  Wolff 
warned  that  the  metals’  fail- 
ure to  penetrate  certain  key 
resistance  levels  was  omi- 
nous. 


KENYAN  TEA 

Smallholder  output  to  fall 


Kenyan  smallholder  tea  production  is  likely  to  drop  by 
more  than  10  per  cent  this  financial  year  to  the  endof 
June,  to  670m  kg  of  green  tea,  compared  with  750m  kg 
last  year,  according  to  the  Kenya  Tea  Development 
Authority. 

That  translates  to  just  less  than  150m  kg  of  made  tea, 
using  a conversion  rate  of  4.5  to  1 , compared  with  smatt- 
holder  production  of  168m  kg  lor  1997/1998.  The  shortfall  - 
was  caused  by  a lack  of  rain  in  late  1996  and  early  1999, 
although  recent  rainfall  is  likely  to  lead  to  production 
increases  later  on. 

"Production  might  pick  up  between  now  and  June,"  said 
Eustace  Karanja,  the  KTDA  managing  director,  who  also 
warned  that  lower  prices  could  result  in  lower  returns  for 
farmers.  Kenya  vies  with  Sri  Lanka  as  the  largest  tea  ■ 
exporter  in  the  worid,  and  the  smallholder  sector  accounts 
for  57  per  cent  of  Its  production. 

The  news  adds  to  figures  recently  released  by  Africa  Tea 
Brokers,  an  influential  trade  group  in  Mombasa,  which 
showed  a 37.53  per  cent  production  fall  in  the  first  two 
months  of  this  year,  and  a 45.71  per  cent  drop  in  Febru- 
ary. The  KTDA  said  its  production  started  picking  up 
towards  the  end  of  March. 

Mr  Karanja  also  said  that  the  KTDA,  which  has  tradition- 
ally dominated  smallholder  production,  would  be  fully  pri- 
vatised by  the  end  of  the  year,  and  added  that  infrastruc- 
ture was  on  the  mend. 

"Delivery  of  tea  has  greatly  improved.  Last  year,  we 
moved  far  more  tea  to  factories  than  the  year  before.  The 
question  of  roads  has  been  dealt  with  and  farmers  are 
more  happy  with  things  as  they  are  now"  said  Mr  Karanja. 
Mark  Turner  in  Nairobi 
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ACROSS 

I Crafty  sort  of  shelter  for 
troops  (3-3) 

4 Too  impudent  with  series 
of  deliveries  completed,  we 
hear  (8) 

9 An  attractive  woman  - this 
much  one  can  see  (6) 

10  Vessels  dry-docked  having 
fresh  refits  (3; 

12  Descriptive  or  a lithe  cat. 
perhaps?  (8) 

13  To  occupy  oneself,  go  into 
battle  (6) 

15  As  a container  It  can't  be 

beaten  (4) 

16  Game  boss  producing  good 
position  for  expansion  (10) 

19  Prosaic  pedantries 
exchanged  CIO) 

30  l knock  back  about  a cou- 
ple (4) 

23  Man  on  board  that  is  a 
newcomer  to  the  service  <6) 

25  Get  used  to  current  prac- 
tice (8) 

27  Heroic  deed  in  action  is 
foiled  (8) 

28  Extension  of  a letter  sav 
(61  ’ y 

29  What  a pupil  may  be  doing 
to  understand  about  a clas- 
sical language  (8) 

30  Changes  his  wet  flannels 
(61 


3 Ancient  city  in  which  it’s 
certain  he  will  take  inter- 
est (6) 

5 Extremely  inventive  signal- 
man (4) 

6 Put  more  money  in  or  gave 
some  back  (8> 

7 With  time  a small  work 
« ^>?es-a  maj°r  one  (5)  . 
a Finish  after  only  half  the 

distance  and  stretch  ont  (7) 

ii  Reading  is  indicated  by  the 
sign  on  the  railway  (7) 

dP  ‘noney  first  (7) 

17  Play  bill  (9) 

18  Partisan  assembly  pro- 
duces  a candidate  (8) 

19  Notice  cutout  and  dis- 
played (7) 

21  S^ltiren  often  assume 
29  play  W 

a How  to  overcome  the  fires 
of  thirst  (8) 

24  01  autumn  left  out 

w 

26  Low  average  (4) 

Solution  9,961 
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DOWN 

1 Being  obstinate,  had  dire 
trouble  (3-4) 

2 Deny  rough  treatment  of 
lapdog?  09) 
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International  Nickel  Indonesia,  the 
y^tei^irecsfveci  shareholder 

ft^teCanadian  parent  company  to^v^eAV^9  . - 
Sp«al  and  complete  expansion  -Die  - 

Ssnesia’s  parent,  which  owns  58.7  per  cent  ■ 

nesian  venture,  win  supplement  a ^OmtonfrOTitte  - . 

Bcoort-lmport  Bank  of  Japan  and  the  Canadian  Export  . 

^Sopn^t  Corporation  to  he^ 

produSon  from  100m  pounds  of  nickel  per  year  to  150m 

^ncoTndonesia  had  expected  to  finance,  part  of  the  . - 
expansion  from  cash-flow  but -a  fall  m nickel  prices  has 
dJtelTtte  company  into  losses.  Andre Da^L^.rectxn- 
pany  director,  said  the  $580m  expulsion. 

^completion  in  the  second  half  of  this  year,  had  also  run 
over  budget  by  some  10  per  cent  ■ - . 

Inco  Indonesia  reported  a $2.6m  prottl for  <***»  btrt 

a $3.7m  loss  in  the  fourth  quarter  and  me  company  . . 
decided  yesterday  not  to  pay  a dividend  for  1998.  _ 
Sumitomo  Metal  Mining  of  Japan  owns  20.1  per  cent  of 
Inco  Indonesia  aid  20  per  cent  is  pubfidy  owned..  . 
Sander  Thoenes,  Jakarta 
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FINANCIAL  TIMES 


THURSDAY  APRIL  15  1999 


LONDON  STOCK  EXCHANGE 


Midcaps  benefit  from  switching  out  of  leaders 


FTSEAH-Sftare  index 


MARKET  REPORT 


By  Steve  Thompson. 

UK  Stock  Mwtat  Editor 


A modest  decline  in  the 
FTSE  100  index  gave  some- 
thing of  a rather  misleading 
snapshot  of  overaii  senti- 
ment in  London's  equity 
market  yesterday. 

At  the  close  of  trading  the 
FTSE  100  was  down  19.5  at 
6,493.6,  having  been  down 
49.5  at  its  worst. 

But  while  the  front-line 
stocks  spent  much  of  the  day 
in  negative  territory, 
reflecting  pockets  of  profit- 
taking, the  market’s  second 


and  third-ranking  companies 
turned  in  a much  more  posi- 
tive performance. 

The  FTSE  250  settled  45.1 
ahead  at  5,637.5.  after  touch- 
ing a session  high  of  5.639.4 
and  the  FTSE  SmallCap 
ended  at  a session  high  of 
2,443.9.  up  15.3. 

“The  leaders  came  off 
early  on  but  any  selling 
there  was  counter-balanced 
by  strong  buying  in  the  mid 
and  small-caps:  the  market 
still  feels  as  if  it  wants  to  go 
better,"  noted  one  market- 
maker. 

He  added  that  there  was 
an  increasing  view  that  the 
medium  and  smaller  stocks 


offered  better  value  than  the 
leaders,  despite  the  outper- 
formance  of  the  FTSE  250 
and  SmallCap  indices  since 
the  start  or  the  year. 

While  the  FTSE  l«>  has 
been  hitting  record  intra-day 
and  closing  highs  in  recent 
weeks,  the  250  and  SmallCap 
indices  are  still  way  below 
their  all-time  peaks. 

The  250  index  hit  a closing 
high  of  5.966.6  on  June  9.  last 
year,  while  the  SmallCap 
index  attained  its  closing 
high  of  2,792.7  on  May  26. 

Although  finishing  in  the 
red.  the  FTSE  100  rallied  suf- 
ficiently in  the  early  after- 
noon to  hit  a new  intra-day 


peak  of  6.539.9,  only  to  fall 
away  again. 

There  were  some  excep- 
tional individual  perfor- 
mances, notably  from  ICI. 
which  climbed  more  than  12 
per  cent  at  one  point  as  spec- 
ulators bet  on  the  group 
announcing  the  sale  of  its 
bulk  chemicals  businesses  in 
the  next  few  days. 

The  hunt  to  unveil  the  tar- 
get of  Warren  Buffett's  Berk- 
shire Hathaway  fund  contin- 
ued to  excite  shares  in 
Marks  and  Spencer  and  Cad- 
bury Schweppes. 

Wall  Street  supported 
European  markets  again 
with  Tuesday's  55-point  rise 


to  another  record,  being  fol- 
lowed by  another  firm  open- 
ing yesterday. 

The  bullish  underlying 
tone  of  the  stock  market  was 
backed  up  by  the  latest  Mer- 
rill Lynch  Gallup  survey  of 
UK  Fund  Managers,  carried 
out  between  April  1 and  7. 

Merrill’s  survey  revealed  a 
U-turn  in  fund  managers’ 
perceptions  of  the  UK  econ- 
omy and  corporate  earnings 
growth.  (Jp  to  S3  per  cent  of 
local  fund  managers  expect  a 
stronger  economy  on  a 
year’s  view  as  against  a 
record  low  of  3 per  cent  last 
September;  the  economy  is 
expected  to  grow  1.1  per  cent 


this  year  and  2 per  cent  next 
year. 

Bulls  of  company  profits 
outnumber  bears,  with  the 
average  forecast  for  1999 
earnings  per  share  growth 
rising  to  4 per  cent  from  just 
0.8  per  cent  in  January.  Next 
year  investors  expect  earn- 
ings growth  of  7.1  per  cent. 

Cyclicals  are  the  most  pop- 
ular broad  sector,  backed  by 
42  per  cent  of  fund  manag- 
ers. while  construction, 
media  and  hanks  gain  sup- 
port at  the  expense  of  tele- 
coms and  pharmaceuticals. 

Turnover  picked  up 
strongly,  eventually  reach- 
ing 1.2bn  shares  by  6pm. 
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ICI  up 
on  hopes 
of  sale 


COMPANIES  REPORT 


By  Peter  John,  Joel  KBiazo 
and  Marlin  Brice 


ICI  was  the  best  performer 
in  the  Footsie  as  the  market 
responded  to  reports  Hunts- 
man of  the  US  was  buying 
some  of  the  UK  group’s  busi- 
nesses and  an  announce- 
ment was  imminent. 

Analysts  said  Huntsman 
would  be  interested  in  {Cl's 
bulk  chemicals  businesses, 
including  petrochemicals 
and  its  titanium  dioxide 
business,  the  sale  of  which 
to  DuPont  and  ML  Industries 
fell  apart  over  US  Federal 
Trade  Commission  approval 
in  January. 

ICI  rose  47V*  to  6351  ip  on 
the  expectation  that  it  will 
finally  have  put  in  place  its 
long-discussed  disposal  and 
transition  to  a speciality 
chemicals  business.  But  ana- 
lysts said  shares  could  slip 
after  the  financial  details 
were  revealed. 

The  stock  was  also  sup- 
ported by  a 4m  share  order 
rumoured  to  be  associated 
with  Warren  Buffett,  the  US 
investor. 

The  company  has  been  try- 
ing to  get  out  of  bulk  chemi- 
cals and  reposition  as  a spe- 
ciality chemicals  company. 
But  low  prices,  falling  sales 
and  regulatory  denials  have 
made  it  difficult  to  dispose  of 


those  assets  at  premium 
prices  and  reduce  its  £4.2bn 
debt  mountain. 

Some  analysts  estimated 
the  sale  of  lCTs  industrial 
chemicals  assets  could  net 
the  company  less  than 
£l.5bn,  making  only  a dent 
in  ICTs  debt. 

Strong  bid  talk  returned  to 
Safeway,  sending  shares  in 
the  supermarket  group 
sharply  ahead. 

Latest  speculation 
suggested  an  imminent  bid 
for  the  UK  company  could 
come  from  US  stores  group 
Wal-Mart.  Resisting  the  mar- 
ket trend,  Safeway  shares 
improved  10  to  261 ' *p. 

However,  analysts  remain 


sceptical  about  a takeover 
approach  from  the  US  giant. 
One  said;  "Everyone  knows 
Safeway  is  ready  for  a bid 
but  I am  not  sure  Wal-Mart 
is  ready  for  the  UK  or  for 
Safeway  in  particular."  Safe- 
way called  off  merger  talks 
with  Asda  Group  in  Septem- 
ber 1997. 

The  same  specialist  added: 
"In  any  event.  Wal-Mart  is 
big  enough  to  look  at  other 
UK  opportunities.  There  is 
no  reason  why  it  cannot  con- 
sider Tesco  or  even  Sains- 
bury." 

Demand  for  Asda  saw  the 
shares  appreciate  T*-i  to 
159'<p  after  trade  of  19m. 
while  a two-way-pull  in 
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Pl/CER  DOME  INC 


Financial  Times  Surveys 


Cyprus 


Tuesday  June  8 


For  further  information  please  contact: 


John  Crow  Graham  Farquharaon 

Placer  Dome  Inc.  has  announced  the  appointments 
of  John  Grow,  former  Governor  of  the  Bank  of  Canada, 
and  Graham  Farquharson,  President  of  Strathcona  Min- 
eral Services  Limited  to  the  Board  of  Directors.  Mr. 
Crow,  a graduate  of  Oxford  University  in  England,  has 
enjoyed  a blue-ribbon  career  in  public  finance  with 
positions  of  increasing  responsibility  at  the  interna- 
tional Monetary  Fund  in  Washington  starting  in  1961 
and  with  the  Bank  of  Canada  from  1973.  He  was 
Governor  of  Canada's  central  bank  for  seven  years  to 
1994,  and  in  1993  was  elected  Chairperson  of  the 
central  bank  Governors  of  the  Group  of  Ten  countries, 
a position  he  relinquished  when  his  term  as  Governor 
ended.  He  is  currently  a senior  advisor  on  financial 
matters  and  director  of  companies. 

Mr.  Farquharson,  a mining  engineering  graduate  of 
the  University  of  Alberta  with  an  MBA  from  Queen's 
University,  has  been  responsible  for  the  overall  direc- 
tion and  management  of  Strathcona  Mineral  Services 
since  1974,  acting  as  principal  on  assignments  covering 
a wide  spectrum  of  activities  in  foe  mining  industry, 
including  project  management,  project  and  company 
appraisals,  feasibffity  studies,  operational  reviews  and 
administration  of  public  mining  companies,  in  recent 
years  many  of  his  assignments  have  been  in  countries 
other  than  Canada,  including  evaluation  of  investment 
opportunities  in  Central  Asia  and  Latin  America. 

Placer  Dome  is  an  international  gold  mining  com- 
pany  based  in  Vancouver,  Canada. 


Kirsty  Saunders  in  London 
Tel:  -44  171  S73  4823 
Fax:  -44  171  873  3204 
Email:  kirsty. saunders&FT.com 


or  Oriana  Patala  in  Nicosia 
Tel:  +357  2 590555 
Fax:  +357  2 358443 
Email:  acfj'onpr6's|jidernet.com.cy 
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Tesco.  which  reported  bum- 
per figures  earlier  this  week, 
triggered  turnover  of  50m. 
making  it  the  most  actively 
dealt  stock  in  the  Footsie. 
The  shares  closed  at  170p. 

Sainsbury,  the  subject  of 
profit-taking  which  left  the 
shares  trailing  3 'i  to  369'ip, 
was  also  busy  on  turnover  of 
14m. 

Profit-taking  in  Dixons  fol- 
lowing a recent  run  left  the 
shares  71  lighter  at  £14.71, 
the  worst  performer  in  the 
FTSE  100. 

Reports  suggesting  Marks 

and  Spencer  maybe  on  the 
shopping  list  of  US  financier 
Warren  Buffett  continued  to 
boost  the  stock  yesterday. 
The  shares,  up  sharply  on 
Tuesday  on  the  speculation, 
rose  14V*  to  443Y.p.  The  same 
rumours  boosted  Cadbnry 
Schweppes.  The  shares 
improved  18'/i  to  933p. 

High  street  retailer  Boots 
rose  27  to  8831'ip  after  Schro- 
der was  reported  to  have 
advised  clients  to  switch  into 
the  stock  and  out  of  King- 
fisher. which  declined  25,->  to 
865p. 

News  that  Polypipe  was  in 
advanced  takeover  talks  at 
200p  a share  prompted  the 
stock  to  gain  more  than  23 


per  cent,  or  36'/,  to  193%p. 

The  stock  fell  to  96p  amid 
market  turmoil  late  last 
year,  but  has  rebounded 
strongly  since.  The  price  of 
200p  would  be  some  12  times 
forecast  earnings  for  next 
year. 

The  story  of  ongoing  con- 
solidation in  the  building 
materials  sector  prompted 
strong  performances  among 
similar  companies.  BPB 
gained  9!  I to  305'/ip  as  1.3m 
were  dealt.  Perennial  bid 
candidate  Pilkington  was 
ahead  2'»  at  79V*p  as  4.1m 
were  traded. 


Lloyds  TSB  falls 

Lloyds  TSB  dipped  17  to 
£10.43  despite  a robust  state- 
ment to  its  annual  share- 
holders meeting,  with  first- 
quarter  profits  ahead  of  the 
same  period  a year  before 
and  the  company  on  track  to 
achieve  promised  savings. 
The  previous  day  the  shares 
had  hit  an  all-time  high 

National  Westminster 
dropped  in  early  trading. 
WestLB  Panmure  earlier  to 
“hold"  from  “buy"  and 
argued  that  a 25  per  cent 
outperformance  against  the 
All-Share  Index  in  the  past 
quarter  had  left  the  shares 
overvalued.  The  shares 
recovered  later  to  close  flat 
at  £14.44. 

Among  smaller  property 
companies,  Greycoat  gained 
19  to  234!<ip  amid  brisk  trade 
of  2.8m  as  it  said  its  net 
asset  value  was  now  283p.  an 
increase  of  29  per  cent  The 
company,  which  is  up  for 


sale,  also  issued  results  and 
a defence  document  to  the 
all-share  offer  from  Ddaneey 
Estates,  which  it  said  was 
worth  194p  a share.  Delancey 
was  static  at  98p. 

Scotia  Holdings  rose  13V* 
to  139p  following  removal  of 
a stock  overhang  and  a 
recent  “buy"  recommenda- 
tion in  the  specialist  press. 
Founder  and  former  chief 
executive  David  Horrobin 
recently  disposed  of  most  of 
his  ll  per  cent  stake  in  Sco- 
tia and.  with  this  overhang 
removed  from  the  market, 
the  stock  responded  to  new- 
found buying  Interest. 

St  James  Place  gained  IT1/* 
to  297'Ap  cm  fresh  talk  of  a 
bid  from  Prudential  Earlier, 
the  shares  were  up  34  but 
firm  rejection  of  the  specula- 
tion by  St  Janies  pushed  the 
share  price  back  down. 

Prudential,  which  holds 
about  27.5  per  cent  of  St 
James  after  its  acquisition  of 
M&G  added  a half  per  cent 
to  its  existing  holding, 
closed  unchanged  at  BMfep. 

Jefferson  Smurfit,  the 
Irish  paper  and  packaging 
company,  rose  11  to  142p. 
building  on  earlier  pins  in 
response  to  earnings  on 
Tuesday  above  market  fore- 
casts. 

BAA,  the  airports  opera- 
tor. closed  up  a penny  at 
660p  amid  some  3.3m  dealt 
after  it  released  passenger 
numbers  that  exceeded  some 
analysts'  expectations.  The 
stock  reacted  strongly  in 
early  trading  and  advanced 
some  20p  but  profit-taking  in 
later  doling  saw  it  retreat. 
The  company  said  passenger 
numbers  were  up  7.6  per 
cent,  compared  with  expecta- 
tions of  below  7 per  cenL 

London  International 
Group,  the  healthcare  group, 
gained  10  per  cent  or  15Vi  to 
167Vip  as  an  unspecified  bid 
rumour  did  the  rounds  late 
in  the  day. 

Specialist  engineer  L Gard- 
ner was  ahead  16Vi  at  358p 
after  reporting  a 82  per  cent 
rise  in  interim  profits  and  a 
bullish  trading  statement 
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STOCK 


MARKETS 


Wall  Street  rise  leads  to  uncertain  session 


EMERGING  MARKET  FOCUS 


W^(WHW1EW 

Wall  street's  somewhat 
unconvincing  rise  to  a fifth 
record  high  ia  seven  ses- 
sions on  Tuesday  set  the 
■cent  for  an  uncertain  day 
in  world  equliv  markets, 
rotas  Michael  Morgan. 

The  Dow's  early  perfor- 
mance yesterday  was  also 
Inconclusive,  with  its  rush 
through  the  itwoo  level  not 


coming  until  an  hour  after 
the  European  markets  had 
closed. 

Kuala  Lumpur  was  Asia's 
biggest  loser  as  protestors 
clashed  with  riot  police  out- 
side the  court  when*  sacked 
finance  minister  Anwar  Ibra- 
him was  sentenced  to  six 
years  In  prison  on  corrup- 
tion charges. 

Europe  was  mostly  tower 
as  many  investors  judged 


the  time  ripe  to  book  profits. 
Corporate  news  did,  how- 
ever, spark  life  into  some  of 
the  main  markets. 

In  Frankfurt.  Marines- 
moan  tumbled  almost  8 pea: 
cent  as  worse-than-expected 
first-quarter  results  brought 
profit-takers  out  In  force. 
But  in  Paris,  Danone  was  the 
blue-chip  leader  as  better* 
chan-expected  first-quarter 
sales  gave  investors  some- 


thing other  than  Kosovo  to 
think  about 

The  smaller  markets  were 
more  lively.  Istanbul  shot  np 
9.9  per  cent  as  worries  about 
the  outcome  of  Sunday's 
election,  and  the  market's  is 
per  cent  slide  over  the  previ- 
ous four  sessions,  seemed 
overdone. 

Moscow  climbed  6.4  per 
cent  encouraged  by  higher 
oil  prices  and  news  of  a 


Kremlin  peace  envoy  being 
sent  to  Yugoslavia. 

Research  indicates  flows 
Into  European  equity  funds 
remained  soft  at  the  start  of 
the  year.  Salomon  Smith 
Barney  estimates  $4.8bn 
flowed  into  the  funds  In  Feb- 
ruary. up  from  January's 
$4.2bn  but  down  on  1998's 
monthly  average  of  $6,7bn. 

Nonetheless,  equities  con- 
tinue to  look  attractive 


against  other  asset  classes 
and  last  week's  European 
Central  Bank  rate  cut  can 
only  reinforce  this,  says  Jon- 
athan Stubbs,  European 
strategist.  “Further  equity 
market  stability  will 
Increase  retell  confidence  in 
equities  and,  combined  with 
the  low  returns  available  on 
other  asset  classes.  Should 
see  a healthy  pick-up  In 
flows." 


Hungary  thirsts 
after  liquidity 


Cyclical  stocks  Europe  slips  on  Kosovo  fears 
provide  power 
for  Dow  rise 


AMBUCAS 

US  investors  shrugged  off  a 
cautious  start  and  sent 
stocks  sharply  higher  in 
early  afternoon  trading,  with 
gains  in  cyclical  and  finan- 
cial stocks  sending  the  Dow 
Jones  Industrial  Average 
above  10.500.  writes  John 
Latere  in  York. 

The  breadth  of  buying 
increased,  with  advancing 
stocks  leading  decline  rs  on 
the  NYSE  by  a margin  of 
nearly  2 to  1.  The  Dow 
gained  105.17  at  10,500.18. 
The  broader  market,  includ- 
ing the  technology  sector, 
trailed  well  behind  blue 
Chips  at  midday.  The  Stan- 
dard & Poor's  500  index 
gained  2.M  to  Z .352.75  and 
the  Nasdaq  composite  was 
9A7  stronger  at  2^8297. 

The  earnings  results  sea- 
son took  centre  stage  yester- 
day. In  the  Dow.  shares  of 
banker  J.P.  Morgan  were 
S9fl  or  more  than  7 per  cent 
stronger  to  S139!»  after  the 
company  exceeded  earnings 
expectations. 

The  real  power  behind  the 
midday  Dow  was  cyclical 
stocks  including  Interna- 
tional Paper,  up  S4‘.  or  more 
than  8 per  cent  at  $52%. 
Alcoa,  up  $3%  or  83  per  cent, 
to  $50*.  and  Caterpillar,  up 
*2A  to  $57*. 

Boeing  was  also  a clear 
favourite,  gaining  $2V,  to 
$37%  one  day  after  the  com- 
pany made  comments  about 
cutting  production  costs. 
Among  declining  Dow 
shares,  Merck  continued  to 
sell  off,  down  $2%  at  $80*. 

▼ 

IS 

In  the  telecommunications 
sector.  Lucent  Technologies 
gained  4*  to  $6lVi  after  the 
company  said  It  would  meet 
or  exceed  earnings  expecta- 
tions. Tellabs  rose  $2'.  at 
$115  ahead  of  its  earnings 


release  due  out  later  in  the 
day. 

Computer-related  shares 
were  less  impressive,  though 
generally  higher  on  the  day. 
Apple  Computer  gained 
nearly  6 per  cent  or  $2*  to 
S36R  in  anticipation  of  its 
quarterly  report.  But  Dell 
Computer  was  off  $i  * at  $39. 

Online  brokerage  stocks 
were  mostly  lower  as  inves- 
tors took  profits  after  a 
strong  session  on  Tuesday. 
Charles  Schwab  was  down 
$4*  to  $146*  while  shares  of 
Amerltrade  were  off  9 per 
cent  or  $15H  to  $157*  ahead 
of  its  earnings  report. 

The  small-company  sector 
also  managed  a strong  rise 
after  many  months  of  listless 
trading.  The  Russell  2000 
index  gained  5£8  or  1.4  per 
cent  at  423.12. 

TORONTO  pushed  steadily 
higher  in  early  trading  in 
active  business  as  the  buyers 
sought  blue  chips. 

Banks,  which  account  for 
more  than  a fifth  of  the 
benchmark  weighting,  were 
a strong  market  and  the  30 0 
composite  index  was  up  66.40 
at  6,979.70  at  no on. 

In  banks.  Bank  of  Mon- 
treal gained  C$1.15  at  CS672S 
while  sector  leader  Royal 
Bank  of  Canada  rose  CS1.65 
to  C$77  JO. 

Bombardier  among  indus- 
trials continued  to  warm  to 
recent  solid  results,  adding 
SO  cents  at  C$20  JO.  Northern 
Telecom  rose  25  cents  to 
C$107 JO. 

Resource  gainers  included 
nickel  miner  Inco.  which 
improved  C$125  to  C$22  and 
gold  miner  Barrick.  where 
the  shares  improved  10  cents 
to  C$25.95. 

Marathon  Ofl  was  one  of 
the  morning’s  heaviest  casu- 
alties. sliding  CS1J0  to  C$41 
as  international  oil  prices 
softened. 


EUROPE 

European  markets  closed 
mostly  lower  in  spite  of 
another  record  close  on  Wall 
Street  overnight.  Fears  of  an 
escalation  in  the  Kosovo 
conflict  also  kept  the  lid  an 
sentiment. 

Forestry  and  paper  stocks 
outperformed,  however,  ris- 
ing 3.6  per  cent  following 
upbeat  results  from  US  and 
Irish  industry  leaders  on 
Tuesday. 

Food  producers  also  deliv- 
ered strong  gains,  up  2 per 
cent,  led  by  Danone,  Uni- 
lever, and  Nestle.  Chemicals 
rose  1 J3  per  cent  on  gains  In 
the  Netherlands  and  a bro- 
ker upgrade  for  the  sector  in 
Germany. 

The  FTSE  Eurobloc  100 
Index,  which  coven  the  lead- 
ing companies  in  the  euro- 
rone,  closed  4.64  or  0.4  per 
cent  lower  at  1.062.23.  The 
FTSE  Eurotop  100  Index. 
covering  countries  both 
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For  fun  FTSE  European  indlcaa 
see  Eure  Markets  page. 


Comgas  auction  gives 
balance  to  Sao  Paulo 


inside  and  outside  monetary 
union,  retreated  16.06  or  0.5 
per  cent  to  &019.22.  while  the 
broader  FTSE  Eurotop  300 
Index  was  6.19  or  0.5  per  cent 
off  to  1,299.96. 

FRANKFURT  brought  a 
four-day  upward  run  of 
almost  200  to  an  end,  giving 
up  38.46  at  5086.76  on  the 
Xetra  Dax  index. 

DaimlerChrysler  ran  into 
profit-taking  after  Tuesday's 
€3.19  advance,  slipping  €1.70 
to  €90.25  in  spite  of  an 
upgrade  to  "medium-term 
buy"  at  Merrill  Lynch.  The 
shares  fell  to  a low  of  €89  £6 
with  broad  sentiment  hit  by 
European  Union  allegations 
of  anti-competitive  sales 
practices. 

Chemicals  shares  were 
met  with  demand  in  the 
wake  of  a positive  note  from 
Bank  Julius  Baer  which 
moved  from  "underweight" 
to  -overweight''  on  the  sec- 
tor. Degussa-Huels  surged 
FI  .80  to  €3&20  while  Bayer 
improved  13  cents  to  €38.40. 

First -quarter  results  short 
of  analysts  expectations  sent 
telecoms  leader  Mannes- 
mann  down  €788  at  €37.80. 

Among  cyclical  Linde 
rose  €18  to  €571.05.  Top 
retailer  Karstadt  gained  €11 
to  €384. 

PARIS  tracked  the  rest  of 


Europe  southward,  ending 
18.15  or  0A  per  cent  lower  to 
4449.28  on  the  CAC-40. 

TVmnim  bucked  the  trend, 
adding  €14  or  6 per  cent  to 
€248. 70  on  positive  first-quar- 
ter sales. 

Vivendi  continued  to 
weaken  following  an 
announcement  on  Tuesday 
that  It  would  raise  €5.7bn  of 
new  capital.  The  share  shad 
€740  to  €228,  a &8  per  cent 
lose  in  three  days. 

Bank  stocks  struggled 
with  BNP  Off  €L80  to  €7480 
while  Soctett  Gtefirale  shed 
€470  to  €162.70  and  Paribas 
fell  €8.10  to  €95.60.  The 
French  bourse  watchdog 
cleared  the  SocGen  and  Pari- 
bas responses  to  BNP's  hos- 
tile bid  on  the  two  compa- 
nies, paving  the  way  for  the 
market  regulator  to  open  the 
offers. 

Bucking  the  trend  was 
CCF,  perceived  as  a takeover 
target,  which  rose  €1.75  to 
€91.  Belgian-French  bank 
Dexia  was  also  stronger, 
closing  €5.30  higher  to 
€130.80  after  making  a 
LFr40.1bn  offer  for  the 
shares  in  Banqua  Internatio- 
nale de  Luxembourg  which 
it  does  not  own. 

AMSTERDAM  managed  to 
stay  positive,  thanks  to  good 
gains  for  leading  cycllcals. 
The  AEX  index  ended  up 
2£i  at  543.60. 

In  chemicals.  DSM  gnlnari 
€410  to  €81  and  Akzo  Nobel 
rose  €2J0  or  5.7  per  cent  to 
€3835.  Steel  leader  Hoogov- 
ens  stayed  In  demand, 
adding  a further  €1.40  to 
€37.40  for  a three-day  gains 
of  12  per  cent 
Unilever  rose  €1.90  to 
€6640  with  Investor  interest 
enlivened  by  the  strong  first- 
quarter  sales  at  French  foods 
leader  Danone. 


SAO  PAULO  rallied  MEXICO  CITY  edged 
modestly  in  early  trading,  ahead  in  spite  of  nervous- 
partly  regaining  Tuesday's  ness  about  interest  rates 
decline  of  nearly  2 per  cent,  that  had  been  sparked  by  an  _ M 
Brokers  said  the  outcome  upward  spike  for  the  local  JO  DUXE  tlTOlS  Oil  D6W  ISSUES 
of  the  auction  for  natural  money  market  where  rates  *******  ^ ^ 

gas  distributor  Comgds  had  on  28-day  Cetes  hardened 


helped  restore  some  balance 
to  confidence.  The  successful 
bidden.  Royal  Dutch  Shell 
and  BG.  paid  $992m  repre- 
senting a healthy  premium 
fear  the  shares. 

By  the  midsession  count 
the  benchmark  Bovespa 
index  was  up  100  at  11317. 


The  IPC  index  was  trading 
at  5.308.32  at  midsession,  an 
improvement  of  izoi. 

CARACAS  responded  to  a 
softer  day  for  international 
oil  prices  by  moving  gently 
lower  in  morning  trading. 
By  mldxession  the  1BC  index 
was  off  30-33  at  4.157,63, 


SOUTHAfTOCA 

Shares  in  Johannesburg 
stayed  firm  with  broad  senti- 
ment boosted  by  election 
newt  and  a number  of  excit- 
ing new  issue  performances. 
The  all  share  index  added 
70.7  to  6,672.8. 


Financial  group  Cadiz 
Holdings  rose  on  its  first 
day,  dosing  at  R&SO.  against 
a flotation  price  of  RL7D. 

News  that  elections  had 
been  set  for  June  2 also 
cheered  investors. 

However,  gold  stocks  were 
dun,  slipping  141  to  2807. 


Singapore  boosted  by  financials 


AS1APACIFIC 

A firm  local  dollar  plus 
active  buying  of  financials 
sent  SINGAPORE  up  to  Its 
highest  lend  since  October 
1997.  The  Straits  Times 
Index  ended  22.75  or  1.4  per 
cent  higher  at  1,702.73. 

The  property  sector  surged 
4.5  per  cent  on  talk  of  an 
interest  rate  cut  and  opti- 
mism ahead  of  plans  for 
fiwTviai  reform  the  govern- 
ment is  expected  to  unveil 
before  mid-year. 

Among  leading  property 
stocks.  City  Developments 
row  40  cents  to  SI9.95  and 
Singapore  Land  added  30 
cents  at  SJ430. 

TOKYO  began  cautiously 
but  recovered  towards  the 
dose  as  investors  returned 
to  buy  on  dips,  after  the 
benchmark  Nikkei  225  index 
fen  below  lfcSOO  for  the  first 
time  In  four  days,  terttn 
Mtcftiyo  Sakamoto, 

The  btufrchip  Index  closed 
UP  Just  46.52  at  10.76468  after 
moving  between  a Wgh  of 
16,799.17  and  a low  of 
10436.19. 

The  Toplx  index  or  all 
Hated  shares  gained  u.fil  to 
1,343.35.  while  the  Nikkei  30Q 
rose  249  to  26061. 

Following  a firm  rise  on 
Tuesday,  the  market  was 
caught  between  concerns 


Singapore  property 


about  technology  stocks  In 
the  wake  of  the  negative 
news  from  Compaq  Com- 
puter last  Friday  and  hopes 
that  fresh  money  would 
enter  the  market  as  allora- 
twjw  by  pension  funds  start 
In  the  new  financial  year. 

The  stronger  yen  also  bit 
technology'  exporters.  Sony 
fell  Y380  to  YI 1.700. 

Volume  rose  to  719.33m 
compared  with  69Z.02tn  on 
Tuesday.  In  spite  of  the  over- 
all gain,  declining  Issues  out- 
numbered advancers  638  to 
558  with  122  issues 
unchanged. 

Defensive  stocks  attracted 
attention  amid  the  uncer- 
tainties in  the  foreign 
exchange  market. 


Pharmaceuticals.  for 
example,  were  favoured 
since  their  main  market  is 
domestic.  Takeda  Chemical 
Industries  hit  a record 
Y5.570  although  it  closed 
somewhat  lower  at  Y5.S50, 
up  Y27D  on  the  day.  Figls* 
nwa  Pharmaceutical  gained 
Y96  to  Y2.005. 

Restructuring  continued  to 
he  a favourite  theme.  KDD 
rose  Y5Q0  to  Y630  after  a 
report  that  it  planned  to 
trim  its  workforce  by  35  per 
cent,  KDD  denied  it  had 
made  a decision  on  the  exact 
extent  or  staff  cuts. 

DDI  surged  Yio.ooo  to 
YfilS^OO  on  news  that  It  was 
talking  to  IDO.  a mobile  car- 
rier, about  integrating  their 
cellular  phone  operations. 
These  talks  are  widely  seen 
to  be  a precursor  for  a folly 
fledged  merger. 

TAIPEI  dismissed  a late 
bout  of  profit-taking  and  hit 
a four-month  high,  powered 
by  mergers  and  acquisitions 
activity  in  the  banking  sec- 
tor. The  weighted  index 
advanced  60.80  or  0.8  per 
cent  to  7,398.65.  also  lifted  by 
anticipation  of  a meeting 
today  between  foreign  pen- 
sion fund  managers  on 
investment  opportunities  In 
Taiwaa 

The  financial  sub-index 
rose  2.8  per  cent  on  hopes 


Cathay  United's  purchase  of 
a stake  in  troubled  Taichung 
Business  Bank  could 
unleash  a wave  of  restruct- 
uring in  the  sector. 

KUALA  LUMPUR  closed 
LI  per  cent  lower  on  settle- 
ment day  as  investors  saw 
street  protests  os  a pretext 
to  book  profits. 

The  composite  index 
ended  a four-day  rally,  fall- 
ing 6J52  to  578.li  after  dem- 
onstrators reacted  angrily  to 
a court  ruling  Jailing  former 
finance  minister  Anwar  Ibra- 
him. 

BONO  KONG  succumbed 
to  profit-taking  as  the  Hang 
Seng  Index  ran  Into  resis- 
tance just  below  12JJ00.  The 
Hue-chip  index  dosed  6&£6 
lower  at  11,834.13  after  hit- 
ting a 17-month  high  of 
Hj963.H1  in  the  first  hour  of 
trade, 

HSBC  dipped  HK$2  to 
HKS268,  Hutchison  Wham- 
poa fell  HKIl  to  HKI65.75 
and  controlling  shareholder 
Cheung  Kong  shed  75  cents 
to  HK*64.m 

JAKARTA  was  higher  as 
foreign  demand  for  second- 
liners  overcame  profit-taking 
in  some  of  the  big-cap 
stocks.  The  composite  tnAw 
finished  3.03  higher  at  435.56, 

Profit-taking  sent  heavy- 
weight Telco  m down  Rp75  to 
RpW75. 


Tank  storage  group  Pak- 
hoed  came  off  steeply  follow- 
ing a profits  warning  and  a 
subsequent  raft  of  broker 
downgrades.  The  shares 
ended  off  90  cents  or  43  per 
cent  at  €20.10. 

Anthemsche,  the  hnWing 
company  with  a near  11  per 
cent  stake  in  Akzo  Nobel, 
surged  €3.60  or  31  per  cent  to 
€14.90  following  an  agreed 
takeover  bid  from  ING. 

ZURICH  saw  further 
strong  demand  for  Nestld 
after  Tuesday's  news  that 
the  company  planned  to  sell 
port  of  its  European  frozen- 
foods  business  to  focus  on 
higb-margin  items.  The 
shares  climbed  SFr36  to 
8Fr2,782  for  a two-day  rise  of 
45  per  cent 

The  broad  market  was  flat, 
with  the  SMI  Index  dosing 
12J3  higher  at  7,378.2. 

The  speciality  chemicals 
sector  was  also  bought  Clba 
rose  SFrs  to  SFrl25  on 
rumours  that  the  company, 
which  is  due  to  publish  first- 


quarter  sales  data  today, 
might  also  announce  a 
co-operation  deal  or  merger. 
Clariant  due  to  unveil  sales 
figures  tomorrow,  gained 
SFri6  to  SF7746. 

Heavy  demand  was  also 
seen  in  the  high-tech  sector. 
Distefora,  a small  informa- 
tion technology  company 
leapt  SFr84  or  73  per  cent  to 
SFri99  as  it  announced  the 
acquisition  of  a leading  Ger- 
man Internet  service  pro- 
vider and  forecast  sharp 
profit  growth.  Earlier  in  the 
year,  the  share  traded  at  less 
than  SFrl7. 

MADRID  closed  slightly 
weaker,  dawn  329  to  89426 
on  the  general  index,  as 
investors  focused  on  Endesa. 
Shares  In  the  electricity 
company  were  68  cents  off  to 
€22.10  following  its  $12bn 
bid  for  Endesa  Chile,  the 
country's  leading  power  gen- 
erator, late  on  Tuesday. 
Sams  traders  suggested  End- 
esa was  paying  too  high  a 
price  for  its  nMiotm  name- 
sake. 

HELSINKI  was  pulled 
down  by  a 2.4  per  cent  drop 
in  market  leader  Nokia,  off 
90  cents  to  €78.  The  Hex 
index  conceded  28.39  to 
837485. 

The  forestry  sector,  how- 
ever, turned  in  another 
robust  performance,  boosted 
by  rising  paper  prices  and 
upbeat  results  from  Interna- 
tional Paper  in  the  US  and 
Jefferson  Smurfit  in  Ireland 
an  Tuesday. 

WrtteTa^~«fltedby"jbiffrey 
Brown,  Bertrand  Benoit,  Paul 
Grogan  and  Mark  Heiflhy 


As  investors  count  the  days 
to  Hungary's  first  technol- 
ogy listing  - Synargon  - the 
long-desired  recovery  for 
prices  on  the  Budapest  stock 
market  remains  as  elusive  as 
ever. 

The  benchmark  Bint  index, 
htt  lately  by  negative  eco- 
nomic data,  dosed  yesterday 

at  SJB4222,  up  2034  an  the 
day  but  still  almost  40  per 
cent  short  of  the  9,017 
all-time  high  of  last  April. 

Performance  so  for  this 
year  has  been  miserable.  The 
index  is  down  17.5  per  cent 
in  dollar  terms,  earning 
Budapest  the  title  of  poorest 
performing  European  mar- 
ket Poland,  for  example,  is 
off  1.7  per  cent  this  year. 

The  casual  observer  might 
be  tempted  to  blame  the  Kos- 
ovo crisis.  Analysts,  how- 
ever, while  admitting  It  has 
some  bearing  on  short-term 
sentiment,  mostly  shrug  off 
the  problems  caused  by  hos- 
tilities - at  least  to  date. 

“Only  about  03  per  cent  of 
Hungary's  trade  is  with 
Yugoslavia,"  said  Csaba 
Varga,  chief  analyst  with 
Citibank  in  Budapest 

Apart  from  specific  compa- 
nies, such  as  the  state-owned 
•hipping  lines  Mahart, 
which  has  suffered  from  the 
closure  of  the  Danube  to 
navigation,  the  damage  to 
the  economy  so  far  has  been 
"minimal**,  said  Mr  Varga  - 
although  that  could  change 
if  the  conflict  drags  on  and 
hits  the  tourist  industry. 

The  lack  of  direction  that 
pervades  the  bonne  Is  more 
down  to  problems  with 
domestic  macro-economic 
fundamentals.  Inflation  for 
March  was  up  at  93  per  cent 
and  the  latest  figures  for  the 
budget  and  current  account 
deficits  are  swelling. 

Dally  turnover,  typically 
around  $55m,  is  one-third 
down  on  a year  ago,  and 
much  of  this  is  intra-day, 
speculative  investment.  The 
general  consensus  Is  that  the 
government  fiscal  deficit  tar- 
get, revised  up  to  almost  4 
per  cant  of  gross  domestic 
produet,  is  too  optimistic 
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and  GDP  growth  will  miss 
the  original  5 per  cent  target 
by  a percentage  point  or  so. 

The  government  insists  no 
emergency  measures  are 
needed.  And  HSBC  Securi- 
ties in  its  latest  report  on 
Hungary,  says  there  do  seem 
to  be  “legitimate  explana- 
tions for  each  Individual 
piece  of  {negative]  data",  and 
the  market’s  bearish  reac- 
tion Is  "excessive ". 

In  the  medium  term,  how- 
ever, HSBC  warns  that 
either  the  data  needs  to 
improve  or  a fiscal  adjust- 
ment is  required.  The  rub.  as 
the  report  states.  Is  that 
promises  of  fiscal  contrac- 
tion lack  credibility  from  a 
government  elected  on  a pro- 
growth  policy. 

New  listings  will  help 
liquidity.  The  mprimnm  sub- 
scription price  for  the  Syner- 
gon  issue  values  the  systems 
integrator  at  about  $132m, 
with  almost  half  that  in  free 
float  And  the  state  is  pre- 
paring the  sale  of  a further 
5.7  per  cent  tranche  cur- 
rently valued  at  $332m  in 
Matav,  the  telecoms  leader. 

Good  news  could  also  take 
the  form  of  a better  outlook 
for  corporate  earning*, 
which  are  expected  to  be 
patchy  this  year  but  could 
be  showing  more  consistent 
growth  in  2000.  But  until 
then  general  economic  per- 
formance is  likely  to  deter- 
mine the  market  mood. 
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